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DIRECT TESTIMONY
DECLARATION OF ANN GOODRICH
IN SUPPORT OF CONFIRMATION OF
FIRST AMENDED PLAN FOR THE
ADJUSTMENT OF DEBTSOF CITY
OF STOCKTON, CALIFORNIA
(NOVEMBER 15, 2013)*

Adv. No. 2013-02315

Date: May 12, 2014
Time: 9:30 am.
Dept: Courtroom 35

Judge: Hon. Christopher M. Klein

1
While this declaration is made in support of confirmation of the Plan, out of an abundance of caution, and because the evidentiary hearing on
Plan confirmation and the trial in the adversary proceeding share common issues, it is being filed in both the main case and the adversary

proceeding.
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I, Ann Goodrich, hereby declare:

1 | am a consultant and |abor relations project manager retained by the City of
Stockton, California (“the City”) since January 9, 2011. In my capacity as the City’s labor
relations project manager, | coordinate the City’s labor negotiations with all of its employee
groups and prepare recommendations for the City regarding its negotiations. | make this
declaration in support of confirmation of the City of Stockton, California's (“City”) First
Amended Plan For The Adjustment Of Debts Of City Of Stockton, California (November 15,
2013).

2. | am affiliated with the firm of Renne Sloan Holtzman Sakai LLP asaManaging
Consultant. Before this affiliation, | was an independent human resources and |abor relations
consultant. | also served for 29 years as Human Resources Director in the counties of El Dorado,
Sonoma, and Santa Barbara.

The City' s Settlement With The Sockton Police Officers Association

3. Asthe City’s labor relations project manager, | was extensively involved in both
the AB 506 mediation process and the mediation process conducted by Judge Elizabeth Perris,
particularly as regards negotiations between the City and its nine labor associations and between
the City and its retirees, as represented first by the Association of Retired Employees of the City
of Stockton (“ARECOS") and then by the Retirees Committee.? Asl| testified in my previous
declarations [Dkt. Nos. 20, 451, and 716], the City, partly as aresult of these mediations, reached
agreements on new collective bargaining agreements with all nine of its employee groups. The
City resolved the claims of eight of these groups during the AB 506 mediation process. Of these
eight, seven gave up their bankruptcy claims, worth millions of dollars as calculated by the City,
for no compensation. One union that had extensive claims received time off in return for giving
up those claims. Additionaly, all eight of the unions gave up the future retiree medical benefits
that were in their collective bargaining agreement, and that would have been worth millions of

dollarsin bankruptcy claims, for no compensation.

2 Capitalized terms used but not defined herein have the meaning ascribed to them in the First Amended Plan for the
Adjustment of Debts of City of Stockton, California (November 15, 2013) [Dkt. No. 1204].
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4, The City’s memorandum of understanding (“MOU") with the ninth employee
group, the Stockton Police Officers Association (“SPOA”™), was approved by the City Council on
December 11, 2012 after having been ratified by the members of SPOA. A true and correct copy
of the SPOA MOU is attached hereto as Exhibit A. The SPOA MOU is the product of arduous
negotiation mediated by Judge Perris.

5. The SPOA MOU resolved the disputed issue of what claims SPOA members hold
against the City. The SPOA asserted that its members have claimsin the City’ s bankruptcy case
relating to the City’ s modification of its 2009 MOU (pursuant to Declarations of Fiscal
Emergency beginning on or about May 26, 2010 and continuing in effect thereafter) and in
connection with the treatment of the SPOA and its members under the Pendency Plan. As
discussed on page 55 of Exhibit A, SPOA alleges that these claims total more than $13 million.
The City disputes these claims, and asserts that, if the claims were alowed, they would be
allowed in an amount less than $13 million. In consideration of resolving their disagreement
regarding thisissue, the City, pursuant to the MOU, agreed that these claims will be deemed
allowed in the bankruptcy case in the aggregate amount of $8.5 million and will credit 22
additional hours of paid leavein fiscal year (“FY”) 2012-13 to SPOA members who were
employed during FY 2010-2011 and/or 2011-2012 and who were currently employed at the time
of ratification of the MOU. The MOU further deems that the claims of SPOA members shall be
satisfied under the Plan by crediting SPOA members employed during FY 2010-2011 and/or FY
2011-2012 11 additional paid leave hoursin the fiscal year of approval of the Plan and 11
additional paid leave hoursin the fiscal year after approval of the Plan. This benefit shall only
apply to those employees who were employed during some portion of the period July 1, 2010 and
July 1, 2012 and who are current employees as of the date the Plan is approved by the Bankruptcy
Court. Additionaly, SPOA gave up all future retiree medical benefits for no additional
compensation in bankruptcy.

6. Thus, the MOU provides each eligible SPOA member with 44 hours of additional
paid leave time through FY 2014-15. The additional paid leave hours have no cash value and are

lost if not used during employment. Pursuant to the MOU, the provision of these hours shall be
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the sole compensation for the claims of SPOA and its members. The additiona 22 hours
additional paid leave credit in the fiscal year of approval of the Plan and the following fiscal year
are contingent upon confirmation of the Plan and on the Plan becoming effective. The City will
honor the SPOA Claims held by SPOA members on the terms and conditions set forth in the
SPOA MOU.

The Retiree Health Benefit Claims Settlement

7. During the better economic times of the 1990s and 2000s, the City approved |abor
contracts that greatly expanded its retiree health insurance commitments by promising lifetime
retiree health benefits for a City retiree and one dependent without imposing any minimum
service requirements. As Teresia Zadroga-Haase testified in her first declaration in support of the
City’sigibility for bankruptcy relief [Dkt. No. 21], the retiree health benefits promised in these
agreements were generally uncapped. Thetota cost to the City of these benefits for the
approximately 1100 retirees receiving benefits on July 1, 2012, over the course of their lifetime,
were estimated by the Segal Company (“ Segal”), outside licensed actuaries and consultants to the
City, to be approximately $545.9 million as of the date of the filing of the Plan. See City’s
Amended List Of Creditors And Claims Pursuant To 88 924 And 925 (Retiree Health Benefit
Claims) [Dkt. No. 1150], p. 28. The Segal Company are licensed actuaries qualified to calculate
medical claims and post-employment benefits and are a nationa firm with considerable
experience in these type of calculations. The methods used by Segal in calculating these claims
were within generally accepted standards used by licensed actuaries in the United States and
involved an internal peer review process.

8. As aresult of the agreements with the nine employee organizations reached as part
of the AB 506 process and the court-ordered mediation process, the City’ s current 1400
employees gave up their rightsto all future retiree medical benefits.

9. After the petition date, the City reduced and then eliminated its contribution to
health benefit payments for the approximately 1,100 Retiree Health Benefit Claimants. ARECOS
filed a class action adversary proceeding against the City on July 10, 2012 for breach of the

Retiree Health Benefit Claimants' vested contractual rights to lifetime health benefits. The Court
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dismissed the ARECOS suit, advising the retirees to prosecute their claims through the
bankruptcy case.

10.  The City and the Retirees Committee subsequently entered into extensive
mediations refereed by Judge Perris. Judge Perris mediation proved successful, and the City and
the Committee entered into a settlement resolving the Retiree Health Benefit Claims. The
Retirees Committee and their counsel reviewed the methods used by the Segal Company in
calculation of the claims. Under the settlement, the City will pay the Retiree Health Benefit
Claimants $5.1 million in full satisfaction of the Retiree Health Benefit Claims. This $5.1 million
will be divided among the retirees, with some receiving a payment of approximately $460 dollars
and retirees with the highest claims receiving approximately $14,000. These are small amounts
compared to the lifetime benefits for afully paid medical plan for aretiree and one dependent. At
the low end, the settlement payment would purchase approximately 1-3 months of a Medicare
supplement plan for an elderly retiree and at the high end would purchase an under age 65 retiree
with a spouse approximately 7-9 months of medical insurance. Approximately 30% of retirees
are over age 65, while 70% are under. Theterms of the City’ s settlement with the Committee are
incorporated into the Plan.

Franklin's Expert, Charles Moore, Misconstrues The City' s Calculations And Misrepresents The

Relative Sze Of The City' s Post-employment Benefits.

11. In the Expert Report Of Charles M. Moore (the “Moore Report”), Franklin's
expert disputes the calculation of the retiree health benefit claims. See Moore Report, at 15-18.
Moore, who appears to be an accountant with no local government experience and who is not a
licensed actuary, criticizes the method used by the Segal Company’s licensed actuaries of using 3
years of claims to establish a base of medical clamsin order to calculate the projection of future
lifetime medical claims for the 1,100 retirees and their dependents. While Moore challenges this
method, he does not indicate what alternative method should have been used and does not provide
any documentation that this method violates any standards used by licensed actuariesin the

calculation of future medical claims and post-employment benefit projections.
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12. Moore acknowledges that the City and Segal took into account that when aretiree
turns age 65, the federal Medicare program becomes the primary insurance for the retiree and the
City medical plan becomes the secondary payor of medical claims. This reduces the dollar
amount of claims the City would have paid for the retiree and their dependent from age 65 until
the death of the retiree. Moore does not note, however, that Segal aso took into account plan
deductibles and copays in the calculation of paid claims. Moore aso ignores that, since the City’s
under 65 retiree medical benefit is limited by union collective bargaining agreements to 15 years
(and lifetime once the retiree reaches age 65), projections for young retirees who would have
exhausted their 15 years of benefits prior to age 65 were reduced as well to reflect that they would
not have earned benefits for those years.

13. Moore states that the City and Segal did not take into account how the Affordable
Care Act (ACA) should have mitigated the claim amounts. However, Moore does not explain
how the ACA would have reduced the medical claims the City would have otherwise been
obligated to pay over the lifetime of the retiree, and the City is not aware of any such effect. The
ACA does not apply to persons who qualify for Medicare, and thus is only available to persons
under the age of 65. And thereis no savingsto the City for claimants under 65, because while the
ACA requiresindividuals to purchase insurance either through the private insurance market,
through employer plans or through the federal or state insurance exchanges, this does not obviate
the City’s previous promise to pay the full cost of a premium for insurance for the retiree and
their one dependent for life. If a person buys insurance through the federal and state exchanges,
they may qualify depending on their income for afedera subsidy, but this would not have
reduced the costs of the retiree enrolled in the City plan, since a person cannot be enrolled in both
an employer plan and a plan from the exchange. Again, Moore does not explain how the ACA
would reduce the claims costs that the City would otherwise have paid for the lifetime of the
retiree and their dependent if the retiree medica program had not been eliminated.

14. Moore complains that the retiree medical benefits the City provided were high.
The City has acknowledged thisitself, but those were the benefits the City committed to. Moore

complains that the average claim for retiree health benefits is around $500,000 over the retiree’s
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lifetime (for the retiree and usually the retiree’ s spouse), but this number should not be surprising.
As aformer Human Resource Director, | managed health plans for most of my career and am
familiar with public employer, employee and retiree medical plans and their costs. Moore,
meanwhile, seems unaware of the high cost of medical insurance in general, and in Californiaand
in particular, for older persons and of the impact of inflation on medical claims costs that in some
cases are being projected as much as 60 years into the future. Despite complaining about the size
of these numbers, Moore provides no evidence that the calculations by the city’ s licensed
actuaries, based on the actua plan benefits, actual ages of the 1,100 retirees, generally accepted
medical inflation projections and past actual claims costs, arein error.

15. In his exhibit 12, Moore lists 12 cities similar in size to Stockton with their current
and projected CalPERS rates for safety and miscellaneous employees that he gathered from
published CalPERS rates. Based on this table, Moore opines that Stockton’s costs for post-
employment benefits are high compared to the average of the 12 listed cities and statesin his
expert opinion that Stockton’s costs are “unsustainable.” See Moore Report, at 18-21. However,
this comparison fails to account for the ways in which numerous differences in compensation and
benefit practicesin different citiesimpact each city’s expenditures. Despite stating that heis an
expert in OPEB matters and employee benefits, Moore fails to take into account that a city’s
CalPERS costs are only a portion of their total costs and obligations for post-employment
compensation. To get atruly accurate comparison, one would need to also consider the following
itemsin order to get an accurate comparison of cost “sustainability” for Stockton compared to
Moore's other cities:

e Each City’s Social Security Costs. While Stockton does not participate in Socia
Security, severa of the 12 listed cities do. In addition to the CalPERS expenditures listed
by Moore, these cities are also obligated to pay another 6.2% as the legally required
employer’s share of Social Security. For example, the cities of Long Beach and
Sacramento arein Socia Security and pay an additiona 6.2% for their employeesin
addition to the CaPERS rates identified by Moore.
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e Each City’sPaid Employee’'s Member Contribution costs. In addition to the Employer
CalPERS Co¢t listed by Moore, there is also a CaPERS Employee Cost set by law. The
Employee Cost is 7-8% for Miscellaneous employees and 9% for Safety employees. It is
common practice for cities to pay some or al of the Employee Costs that would otherwise
be paid by their employees, in addition to paying the Employer Cost. Stockton does not
pay for any of the employee’s share. Most of the citieslisted in Moore' s table, on the
other hand, pay some or all of their employees’ CalPERS member’s costs, afact readily
discovered by checking the collective bargaining agreements on the websites of these 12
cities. Modesto, for example, pays 6.6% for Miscellaneous and 7.5% for Safety for the
magjority of its employees.

e Somecities pay into employees deferred compensation programsin addition to
CalPERS. Some agencies pay into deferred compensation programs (401k or 401a plans)
for their employees in addition to the CalPERS program. For example, Modesto pays 1-
2% of Miscellaneous employees salary, and $425-525 per month for Safety empl oyees,
into post-employment deferred compensation accounts for their employees.

e All of the 12 cities provide sometype of retiree medical benefitsto their retirees and
employeesin addition to CalPERS benefits. While Stockton has eliminated all of its
retiree medical benefit costs, most if not all of the agencies Moore compares to Stockton
have considerable annual costs for their existing retiree medical benefits. These annual
payments are listed on each City’s CAFR.

e Some cities have Pension Obligation Bond debt paymentsin addition to their
CalPERS costs. It isaso acommon practice for citiesin Californiato have Pension
Obligation Bonds they have incurred to pay down their CaPERS unfunded liability.
Oakland, for example, has approximately $18 million dollars a year in POB payments.
Thisinformation is available on each city’s CAFR.

16. The Moore Report fails to account for any of these other factorsin comparing

Stockton with these other agencies. In so doing, it ignores each city’ s full obligations, and
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consequently reaches the erroneous conclusion that Stockton’s costs are less sustainable than
those for these other agencies.

17. Moore also disputes the City’s statements as to the rednction in pension benefits
that will result from the new pension tiers implemented by the City (including new state PEPRA
tiers), but does not provide his own calculation or data. CalPERS, in a pair of teports published in
April 2014, a true and correct copy of which is attached hereto as Exhibit B. supports the City’s
calculations as to the impact of the new pension tiers. In fact, the City’s pension reductions
2xceed state-mandated changes and will resyli in a greater pension reduction for persons hired
after January 1, 2013,

18. Based on the errors described above, Moore’s conclusions as to the City’s
calculation of retiree health benefits and the relative size of the City’s post-employment benefits

are flawed, and without merit.

Tl
Executed this gﬂ day of April, 2014, at Santa Barbara, California. T declare under

penalty of petjury under the laws of the State of California and the United States of America that

% A L

L Goodrich

the foregoing is true and correct,
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MEMORANDUM OF UNDERSTANDING BETWEEN THE STOCKTON POLICE
OFFICERS ASS0OCIATION AND CITY OF STOCKTON

TERM: July 1, 2012 = June 30, 2014
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STOCKTON POLICE OFFICERS ASSOCIATION (SPOA) SUCCESS0R MOU

Term: July 1, 2012 - June 30, 2014
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STOCKTON POLICE OFFICERS ASS50CIATION {5POA) SUCCESSOR MOU
Term: July 1, 2012 — June 30, 2014

This agreement (the “Agreement” or "MOUY) i made and entered into as of
January | 2013 by and among the City of S1ockton, Califorma (the "Cily™ or "Stockion)
and the Stockton Police Officers Aassocabon (5P0A™, sometimes collectively refemad
to as the "Parties.”

INTRODUCTION

A The Parties have been in negotiation over the terms of a suctessor io the
parhes’ prior MOU that expred June 30, 2012 as well as the treatment of the claims of
membars of the SFOA in bankrupicy that arose as a resuit of the City's imposition of
compensabion reguctions during the tenm of the priar MOU

E. Beginning on March 27, 2012, the Clly commeanced the “AB 508 process”
my order to avoid and. if necessary, to qualfy for, & chapter & banksuptcy fling. The
mitial phase of the AB 506 process lasted 60 days, as mandated by statute  Cal. Gov't
Code § 53760.3(r. Upon the agresment of the majorly of the Cily's credifors who
participated, the AR 506 meadiation process was extended by an additional 30 days. Cal.
Giow't Code § S53T803(0 Despite gond faith efforts by the Ciy and the interested
pariies, whan the AB 508 process concludad on Juns 25 20134, the City had not
“resolved all pending disputes with creditors.” Cal. Gov't Code § 53760.3

G. Cruring the AB 506 process, the City presented to all the interesied parfes
a 780-page "ask” {"Ask’), which contained specific progosals relating to each participant
as wel as io other creditors that chose not to participate.  The Ask was similar fo a plan
of adjustment in that i disclosad to all creditors how the City viewed the claims of each
and the fikely resolubon of such claims in a proposed bankruptcy plan of adjustment.
Although no settiement was reached, the AB 506 process used the Ask as a baseline
for negotiations, and the Ask functionad in panl as a de facte diaft plan of adjustment
that descrbed to all major craditors the restment of the indhedual claims

3 On June 26, 2012, the City Council adopled a "Pendency Plan” budget
i("Pendaency Flan’), which was based upon the datailed provisions of the Ask.

Iz The City filed a chapter & bankruptcy patition on June 28 2012, By order
dated Juby 11, 2012, the Bankruptoy Courl appointed the Honorabls Judge Ehzabeth
Pamz O Judge Perme’) o serve as judhcial mediator in the chaplsr 9@ caze. The Parties
sonducted four days of madiafion with Judge Paris, ending on November 2, 2072, The
Parties used the Perdency Plan as a staning pont for negoliations to create a now
2012-2004 Memorandum of Understanding,  Duning this successful madiation process.
ther Parbies continued sarler extansive eforts at seliling disputes betwenn them, both in
thie AB 505 process, and in axtensive paraliel negotiations relating o the SPDAS
CITY OF STOCKTON 3
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STOCKTON POLICE OFFICERS ASSOCIATION (SPOA) SUCCESSOR MOU
Term: July 1, 2012 - June 30, 2014

eolisctne bargaming agraement(s; with the Cty, and reached g sattlement covernng all
dispuies.

CITY OF STOCKTON 4
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STOCKTON POLICE OFFICERS ASSOCIATION (SPOA) SUCCESSOR MOU
Term: July 1, 2012 - June 30, 2014

SECTION 1. RECOGNITION
1.1 City Recognition

The City Manager or any parson or organization duly authonzed by the City
Manager, is the representative of the City of Stockton, hersinafter referred to as
te "Ciby" in employer-amployes relations as provided in Resolution No, 32,538,
adopted by the City Council on August 4, 1575,

1.2  Association Recognition
The Stockion Pohce Officers’ Association, hemeinafter referred to as the
“Association” is the recognized employee oiganization for the Poiica Officars’

Linit. certified pursuant to Resolution No. 32 548, adopied by the City Council on
August 11, 1875,

CiTY OF STOCKTON H
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STOCKTON POLICE OFFICERS ASSOCIATION (SPOA) SUCCESSOR MOU
Term: July 1, 2012 - June 30, 2014

SECTION 2. ASSOCIATION SECURITY

2.1 Dues Deduction

(@) Geperal The Association may have the regular dees of its members
within the representation unit daducted from employess' pavehecks under
procedures prescribed by the City for such deductions. The Association
has the exclusive privilege of dues deduction for ds members.

Fayrod deductions shaii be for a specified amount and consistent for afl
employes members of the Association, and shali not mclude fines, fees
ancior assessmants.

Authonzation, cancelation or modification of payroll deduction shall be
made upon forms proviged o approved oy the City, The payrodl deduttion
authorization shall remain in effect untii cancsled or modified by the
employee by writien nofice to the City or until the first day of the calendar
manth following the ransfer of the emploves 10 8 unil represamed by
anather smplayae organizatian as the represantative of the unit to which
the employes is assigned, or unlil smicloyment with the City is ferminated.

Amounts deducted and withheld by the City shall be transmitted to the
officer designated in writing by the Association as the person authornized to
recaive such funds, at the address specified

I addition 10 the deduction of dues, the City will deduct from the
paychecks of Association members who ragiest d deductions authonzed
and sponsared by the Associabion. Such dedustions shall be made from
aither or both of the sami-monthly paychecks and oniy upon signed
authonzation from the employes upon a form satisfactory 1o the City.
Such authonzations may be made or changed no more frequenily than
twice yaarly. Such deductions shall be payable to the Association who is
responsibbe for distnbubion to sponsored programs. The employee's
earmings must be sufficient after all other required deduchons are made, to
cover the amount of the daductions hergin authorized. Whan an amployes
% in 3 non-pay status for an entire pay pencd, no withboldings will be
made 1o cover that pay penod from future eamings o will the amployee
daposi the amount with the Ciy which would have besn withhald if the
employves had Deen n pay sialus during e paricd. In e cass of an
amployes who iz in a nor-pay status during a part of the penod, and tha
salary is not sufficient to cover the full withhalding, ro deduction shall be
made. In this connaction, all other required deductions have priority over
1he ampinyes organization deduchon

CITY OF STOCKTON B
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ib)  Indemnity and Refund. The Association shall indemnify, defend and hold
thie City harmless against any claim made and agamnst any suil initiatad
aganst the City on actiount of check off of Associaton duss or premiums
for benefits. Iin addition. the Assocation shafl refund to the City any

amounts paid to it in ermar upon presentation of supporting avidencs.,

2.2 Use of City Facilities

{a}  The Association shall be allowed by the City department in which it
represents empioyees’ use of space on avaiable bulletin boards for
communications having to do with official Association business, such as
timas and places of meshngs, provided such use doss not interfers with
the needs of v department,

iy Any represeniative of the Associalion shali give notice to the depariment
head or nefher designatad representative when contacting depanment
employess on City faciifies during the duty penod of the amplovees,
providad that solicdation Tor membarship or other intamal Association
businass shall be conducted during the non-duty hours of all employess
concemed  Prearrangement for rouling contact may be made with the
Folice Chiel and when made shall continug until revoked by the Chief,

ey City buildings and other facilities may be made available for use by City
empioyeas of the Association or thewr represeniatives in accordance with
such adrtmstrative procedures as may be estabiished by the Cily
Manager or department heads concerned.

2.3 Attendance at Meetings by Employces/Association Releage Tima

Release Time Related 1o Meet and Confer, Cily emplovees who are official
representatives of the Asscoiation shall be given reasonable time off with pay, in
accordance  with  MMBA, 1o attend meetings  with  Cidy  management
represantalives, or be present al administrative hearings wheriz mattars within
the scope of representalion or drevances ralated 1o this unil are beaing
conssderad

The use of relsase Eme for this purpose shall be reazonabie and shall not
imarfare with the pardformanoe of Cily sennces as determined by the Ciy Buch
amployes representatives shali submit a request for excusad absence to their
departmant head, m a manner satisfactory prior to the scheduled meeting
whenever possibls. The number of employess excused for release time related
o masting with City management on mes! and confer and grevance mallsrs
shall not exceed five (5), excapt by mutual agresment,
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SECTION 3, COMPLIANCE WITH LOCAL STATE & FEDERAL LAWS

3.1 The City and the Association agree that there shall be no discrimination of any
kind against any employes of appiicant for employment because of age {oves
40j. race, color, religion, national origin {ancestry), veterans stafus, physical or
mentai disabiiity, marital status, sexual onentation, sex {sexual, gendar based,
pregnancy/childbirth), political affihation. legitimate Association actvity, ar any
other protacied frait as detarmined by federal, state andfor local law.

3.2 The Association shal cooperalte with the City in the objectives of Egual
Empioymant Opporitunities as required by law

3.3 Fair Labor Standards Act The Association shall cooperate wilh the City in the
objectivey of the Fair Labor Standards Act,

CITY OF STOCKTON 8
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SECTION 4, PROBATIONARY PERIOD

Purpose

The probationary penod shall be utihzed for closely observing the employee’s
work, for securing the most effective adjustment of a new employes to histher
position, and for eliminating any probationary employes whoss parfomante
does not maet the reguired standards of work,

Criginal Entrance Positions

The City agrees that it shall adhere to ali applicable City Ordinances, State and
Foderal laws redating 1o the employment of Police Officars, ncluding standards
petablished by the Peace Officers’ Standards and Tramning Dinsion of the
California Deparrment of Justice.

Al originai entrance positions shall be fentative and subpect 1o a probationary
paricd of sghteen (18) months. The probationary penod for entrance positions
shall not be extandad.

Promotional Positions

All promotionai police appointments shall be subject 10 a probabionary period of
twelve (1£) months., The probationany period for polica promofional positions
shall not be extended.

Retention/Rejection of Probationer

The Director of Human Resources shali nolify the appointing authonty at least
four (4} weeks prior fo the termination of any probationary pericd. At the end of
the probationary penod, if the service of the prabationary employes has besn
satisfactory to the appointing authority, then the appointing authority shal file with
the Director of Human Resources a statemant in writing to such effect and stating
that the retention of such employee in the service is desired.

Duning the probationary period an employes may be rejecied at any time by the
appointing authorty,  Any employes rgjected dunng the probalionary period
foliowing a promotional appointimant. shall be reinstaled io the positon from
wiich hefshe was promoted uniess charges are filed and hafzhe 2 discharged n
the mannar providad o the City Charer Aricie 0000 Section 8, Civii Sarvice
Ordinance and Civil Service Rules.

(Fu)
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4.5 Probationer Advanced To Higher Rank

Any promobonal probationary police empioy2e who s advanced to a higher
classification or i appointed to the rank of Chief of Police or Deputy Chief of
Police shall receive credit towards his promotional probationary peried for the
lower rank while serving in the higher probationary or appoaintive rank.
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SECT! 5 LAYOF
5.1 Layoft

Any employee may be laid off by an appointing authority in the event of the
abalition of his position by the City Council. or # a shortage of work or funds
requiras a reduction in personnel.

5.2 Layoff Scope

{a} Layoffs shall be wathin depariments of the City
(b} The departmants of the ity are defined as foliows:

{1} Adminstrative Semvices
{27 City Altomsy

{37 City Auditor

(4} City Clark

(51 City Manager

(81 Comminity Develoomaeant
il Fire

{8}  Housing and Redevelopment
=) Human Resourcas

(107 Library Services

£11)  Municipal Litifities

{12}  Parks and Regraation
{13y Polica

{14} Public Works

3.3 MNotice of Layelf

The Ciby wilk give advance weitten nolice of at keast one pay period fo employees
who will be laid off

5.4 Precedence by Employment Status

Mo permanent emploves shall be laic of while employess wirking in an extia
help, seazonatl, temporary, povisional, or probatonary status are retainad in the
same classihicalion as such permanent employee  The ordar of layelf among
employees not having permaneant status shall be according to the following
categqonies

a Extra belp or seasonal ¢, Temporary

CiTY OF STOCKTON i
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k. Prowsional d. Probationary

Layoffs shall be by job classification according to serdce in that class, except as
gpecified above. For the purpose of thig procedure, par-tims classes shall be
sonsidered as separate from reguiar full-ime classes.

The following provisions shall apply in computing total continuous senice:

{a) Time spent on military leave shall count as savice in the avanl the
leave was takan subseguent 1o entry in the department

(b} Time workad in an exira help, seasonal, provisional, lemporany,
arant or othear imited term status shall not coun! as service.

el Tume worked in a permanent of probationary status shall count as
safvice,

i (2) o7 more amployess have the same seniodnly, the order of seniority shalk
he determinad by the empioyess’ examination results and ranking on ihe samea
eligibility list upon which the employees’ were subsequently hired.

55 Employee Options

Employees lad off shall have any of the follovang choices:

{a) Displacing the empioyes in the same depardmeant and in the same or
clearly comparable classification as determined by the Director of Human
Resources as having the least seniorfy in that classificabion. This oplion
zhall be sxercised betore any other option

{hy  Taking a voluntary demotion within the depanment 1o a classification in
which the employee had prior permanent siatus, thus displacing the
amployee working in that ciassification who bas the laast senority in that
classification. The voluntary demotee’s senionty in the classification to
which demotad shall be detarmined by the damoles's dates of hire in the
lower classification

CITY OF STOCKTON 12
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SECTION 6. REEMPLOYMENT/REINSTATEMENT

Reemployment

When an employee in the classified service who has been performing his digies
in a satisfactory manner. as shown by the records of the depardment in which he
has besn emploved, & laid off because of lack of funds or aboltion of hisfher
posifion or has been on authorzed leave of absence and s ready (o report for
duty when a poaition is open, the Commission shall cause the name of such
employee to be placed on reemploymeni st for the appropriate class for
ragmployment  consistent  with  Civil  Service Rule VI Certification  and
Appointment peraining o Police safety positions, curently in affact.

The order in which names shall be placed on the resmpioymeant ist for any class
shall be by seniority, which means "ast-laid off, first rehired”,

In filling vacancies, &bgibies on the resmploymant lists take precedence over
eligibles on any other list for the same rank in the depariment for which the lists

apply.
Reinstatement on a Reemployment List

A permanant employee who has resigned in good standing may, with the
recommendation of the Police Chiel the Ciy Manager. and the approval of the
Civil Service Commission, be restored to a reemployment list of the same
classification upon as heid upon resignation within a period of one (1) yaar from
the effective date of hisfmar resignation
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SECTION 7, DISCIPLINE

Lisciphnary action, ncludmg discharge, suspension, reduction in pay. demation, o
athar employment penaity may be taken against any employee for cause.

The appuoiniing authority may discharge, suspend or demote any employee in the
classified service provided the City Charter provisions and the Rules and Regulations of
the Ciil Service Commission and any applicable provisions of law ae followed. Such
provisions alow the employes suspended, demoted or discharged to file an appea! to
the Chdl Bemvice Commission,  The employes may fake any one {1) of the following
gchions.

{a)  File no appeal.

{b) File an appaal with the Cwil Senice Commission within ten (10) business
days of written notification of the action. (Such filng will foreckase use of
the grievance protedure

{c] g a gnevance as pravided for in bection 8 starding at siep twe {2} with
the Director of Human resources within ten {10) businass days of wntlen
notification of the action, or fourtesn {14} businsss days followang the
mailing of a wntten notice by first class mail o the employes's address
contained in hisfhar official personnesl records

For purposes of fhis subsaction “business day” means a day on which the Human
Resources Department is open for businass 1o the public,

i the employse fails o do (b or {¢} above within tha prescribed tima frames, thase
ricihis weill have besn waved.
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SECTION 8. GRIEVANCE PROCEDURES

Definition

A arievance s any dispule which involves the interpretation or application of
thoze rules, regulations and resolutions which have bean or may hersafier be,
adopted by the City Councd to govern personnel prachoes and working
conditions, cluding such rules and regulabons as may be adopled by either the
City Council or the Civil Service Commission o affect Memoranda of
Understanding which result from the meeting and confarring process

Filing Daadline

Mo gnevance ipvoling demolon, suspension, dischame or othar employment
penaity will be entertained uniess it s filed in writing with the Director of Human
Resources within ten (107 business days of the daie of receipt of written
rotification of such action, of within fourtaen (14) businass days ollowing mailing
of written notificaton by first class mal fo the emploves’s address contained i
Misfber oficisl personnel records,

For purposes of this subsection, "business day” shall mean a day on wnich tha
Human Resources Deparimeani is epan for business (o 1he public

Grievance Processing

e e e e L T e P S e

has a grisvance may discuss his complaint with such management officiat
in the depariment in which heishe works as the deparment haad may
designate, I the issue 15 not resalved within the departmeant within seven
{7) business days from the day of presentation. or if the employee slagts
1o suiknit histher grievance directly to the Assooiation recognized as the
representative  of histher classification, the procedures  hereinafter
specified may ba invoked

ta)  Step 1 - Departmental Review  Any employee who belizvas that hefshe

(b Step 2 - Director of Human Resources Review. Any employes or any
official of the Associaton may notify the Director of Human Resourcas in
witing thal a gnevance exists stating the parbiculars of the gnevanss and,
i possibis the nature of the datermination desired.  The Dircctor of
Human Resources shall have fourfeen (14) business days mn which to
investigats the issues, mest with {he complamant and attempt to reach a
satisfactory resclution of the problem. No grevance may be processsed
ungder the following two paragraphs which has not first been fled and
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Investigated in accordance with this paragraph axcept for the resclution of
compensation complanis

ic}  Step 3 - City Manager Hevisw., Any grsvancs which has not been
resoived by the procedures hereinabove set forth may be referred to the
City Manager by the complainant or by the Diractor of Human Resources.
Such referral shalt be i writing, detailing the specific issues involved in
the refarral together with a statement of the resohution desired. The Clty
flanansr shall designate a personal represantative who shatl not be the
Director of Human Resources to investigate the mers of the complaint @
meet with the complainant and, if the compiainant i not the Association,
to meet also with the officials of the Association and to sattle the grievance
o to make recommendations to the City Manager.

Fallure to complate this step within sixty (60) catendar days shall result in
the grievance automabically proceeding to step four {4} of the gnevance
procedure

{dy  Stepd - Arbitration. Elther the Association or the City may require that the
grievance be referrad to an impartal arbdivator who shall be designatad by
mutual agreemant batween the Asgogiation and the Ciy Manager, Ths
fess and sxpenses of the arbirator and of a court raportar ahall be shared
aqually by the Association and the City, Each party, however, shall bear
the cost of its own presantabion, including preparation and post haaring

briefs, if any.

fe) Effect of Decision. The decision of the arbiirator on matters properly
nefore himdher shall b2 final and binding on the paries herato excepl as
provided othemwise harain

8.4  Scope of Arbitration

No arbitrator shall enlertain, hear, decide or make recommendations on any
dispute unless such dispute ihvolves & position i a unit representad by the
Aszociation and unless such dispute falls within the definition of a grievancs as
sel forth in paragraph 8 1

Proposals to add o o change this Memorandum of Understanding or written
agresments or addenda supplementary hereto shall not be arbitrable and no
proposal to modify, amend or terminate this Memorandum of Understanding, nor
any matter or subjest ansing out of or in connaction with such proposal, may be
referred to arbitration under this Section. No arbitrator selecied pursuant to this
Section shali have the powar to amend or modify fhis Mamorandum of
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Understanding or written agreements or addenda supplementary hereto or to
astablish any new ferms or conditions of employment,

No changas in this Memorandum of Understanding or interpretabons themzof
(ewcept interpretations resulting from the arbitration proceedings hersundear) will
be recognized unless agreed to by the City Manager and the Association

8.5 Other Provisions

i the Diractor of Human Hesources n pursuanzse of the procadures outhined
abowe, or the City Managsr in pursuance of the provisions putlined above resolvg
a grievance which involves suspension or discharge. they may agree to payment
for losi time or to reinstatemant with or without payment for lost time, but in the
event the dispute is referred to arbilratien ard the arbitrator finds that the Caty
had causa 1o take the action compiamad of the arbitralar may nat substitute his
judgment for the judgment of management and if he finds that the City had such
rghd, he may not order reinstaternman! and may nol assess any panally upon the
Ciby.

All complaints iwolving or conceming the payment of compensaton shall be
initialiy filed i wiiting with the City Manager. Onfy comiplaints which allege the
ampioyes 15 not being compensated in accordance with the provisions of this
Memeorandum of Understanding shall be considered as gnevances.  Any other
mafiers of compensation ara o be rmsolvad in e masting and conferring
procass and f not detaded in the Memorandum of Understanding which resulis
from such meeting and conferring process shall be deemed withdrawn until the
meating and conferring process s next opan for such decision. No adjustment
shali be retroactive for more than thirty (30} days from the date upon which the
compliaint was filed. except in cases wheara tha City detarmines that the basis of
the compensation issus was a result of a clerqal eror, the adjustmant shall be
no more than thres hundred and sivty-five (3855 days from e date upon which
the complamt was filed,

The provisions of this Section shall not abndgs any rights to which an employes
may ba entitled undear the City Charar, nor shall i be administarad in 8 manner
whtich would abrogate any power which, under the City Charter, may ba within
the soie province and discretion of the Civil Service Comimigsion.

All gnevances of employeas in representation onids  represanted by tha
Assotiation shall be processed under this Secbon. | the Cily Charler reguires
that a differing oplion be avatable to the employee, no action under paragraph
{dy of subsection 8.3 above shall be taken unless il s determinad that the
ampioyes 5 not availing hmaslifharseld of such option
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No aglion under paragraph (d) of subsaction 8.3 above shall ba taken if action on
the complaint or gnevance has been taken by the Cwl Service Commission, or if
the compiaint or griavance s pending before the Civil Service Commission.

if any award by an arbitrator raquires action by the City Council or the Cial
Service Commigsion bafore it can ba placed in effect, the City Manager and tha
Director of Human Resources will recommend to the City Council or the Cwil
Service Commission, as apprapriate, that it follow such award.
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SECTION 8. LEAVES

9,1 Sick Leave

(m)  Acoryal, Al regular employees. except provistonal, temporary, and
part-tims employees, shall accrue sick leave at the rate of eight {8) hours
for each full month of service. Al raguiar employess, except provisional,
temporary and part-tims employees, working less than a full month shall
accrue Sick lpave on a prorated basis,  Unused sk ieave shall
accumulate from year to year. Empioyees shall continue to accrue sick
lmave while off duty on authorized sick leave, provided, however, an
empkyfes shalk not acorus aick leave durng any lesve o leaves of
absence withoul pay granted 1o the amployee.

{h} Lisage. Employses are entitied to sk leave pay for those days, which the

ampioyes would normally have worked, 1o a maximum of sick i=ave hours
pooruad.

An employee may yse sick Bave for preventive madical, denltdl, optisal
care, diness. injury of exposure to contagious disease, which incapacitaies
rimvhier from performing histher duties.  This incivdes disabiities caused
or contribuied to Dy pregnancy, miscamage, abortion, chidbirth and
recovery therafram,

i} Usage for Family. Employess may ulikze fifty percent (50%) of their

anual accrued sick leave to altend to cases of dlness or injury in the
ampioyes's immadiata famiiy,

For the purposes of this section mmediate family s defined as the
employse's parents, spouse, registersd domestic partner, child {child as
defined as biclogical, step, foster or adopled child, a legal ward, child of
domestic partner; a child to whom the emplovee stands in booo parentis),
iegal dependant, brother, sister, mothar-in-law, father-in-law, brother-in-
iaw, sister-in-law. grandparant, and grandchiic.

fd}  Procedures for Requesting and Aoproving Sick Leave.  When the
requiremant for sick laave i3 known to the smployas in advance of his
absence, the employes shall renuest authorization for such sick eave
from the depanment head prior to such absence, In al other instances,
the amployee shali nolify his supamnvisar as promptly as possible of his
absence.

Before an employes may be payd for the vse of acorusd sk leave, he

shall completa and submit 1o by deparmen] haead a signed statament, on
CITY OF STOCKTON 15
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a prescrivad form. stating the dates and hours of absance. the axag!
reason, and such other information as 15 necessary for his reguast to be
evaluated if an employee does not return to work prior to the preparation
of the payroll, other arrangemants may be made with the approvat of the
department head

te}  Doclors Cerlificate gr Other Prool. The Police Chiefl o the Dhirector of
Human Hasources may radquie a doctor's cartficate or other reasonable
prioof of lliness as he/the deam nacessany m oordar for an empioyes o
feceive an excused absence from work and sick jeave pay.  The
employes shall be given notice prior to retuming to work that he or she will
be reguired to provide such documentalion. Employses who have
unschedulad absences due fo Hness on a schedulsd work day praecading
of foldlowing a holiday may be reguired o bring 2 doctor's cerlificale o
other reasonable proot of diness in order {0 receve an excused absence
and sick leave pay.

(f) Lze of Sick Lagve While on Vacation. An employes who 15 injurad or wha

becomes if while on vacation may be paid for sick leave in heu of vacation
provided that the employee:

i1 Was hospitalized during the penod for which sick laave is claimad,
or

{2)  Recewad medical treatment or diagnosis and presents a statemant
ndicating disabling liness or injury signad by a physician covering
the penod for which sick leave is claimed.

(g}  Payment for Unused Sick Leave, Except as provided in section (h). all
sick leave shall have no cash valug upon saparation of employmant and
amployees shall not be allowed 10 cash out unused sick leave. Curent
amployess ahall be aligible for CalPERS service credid for vnused sick
leava at retiremant. Employeas hired afler the City amends itz CalPERS
aontract to eiminale service oredit for unusad sick leave shall not be
aligibie for that service credit.

{ht Sick Leave Retention Benciit.

It. after subtracting tha equivatent of one full year of servico credit (2080
Irodrss, which may be apphed 1o CALPERS senvice cradd, any balance
remaining upon separation shall be paid as follows to employess who
have remained in City service until the dates spacfind;
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(1) Separston prior to July 1. 2014, no payment of unused sick leave at
gaparation shall ocour for saparating employess before this date;

(2} Separabion between July 1, 2094 and June 30, 2015, payment of
unused sick leave which the employee held on 2(16/12 shall be paid at
45% of its cash value to separating amployess betwean these dates,
and

3y Beparation aftar July 1, 2015, payment of unused sick leave which the
empioyse held on 2016012 shall be paid at 503% of it's cash value to
separatmyg employees after this dats.

{41 Semvice credit for unused sick leave shall be m accordance with PERS
ramiiations

9.2 Military Leave

An emploves of the City who is a member of the National Guard or Naval Militia
or a member of the Reserve Corps or force of the Federa!l Military, MNaval, or
Masing service and is ordersd o duty shadl be grasled leave wilth pay whils
engaged thegin, provided the leave does nol exceed thirty (307 days in any
calendar year.

All regular employess in the service of the City shall be allowed eave of absance
without pay for the duration of a national amergancy who have baan Inductad
it the Army, Mavy, Manns Corps. A Force, or any other branch of the Military
Service of the United Staies or the State of Califormia.  Sad employeas shall ba
ranstated in the position thay held whan they were inductad into Military Service,
except as hersinafter stated, providing they are physically fit as shown by a
rmedical examination by the City Physician or othar physician appointed to make
& medical examination.

In the case of a probatonary employee having served his minimum probationary
period of eighteen {18} months at the time of induction, it shail he optional with
the deparfiment head and the City Manager to grant regular sfatus to said
employes bafore induchon

Al probalionany employess inducied into Military Service not having served the
minEmum probatlonary pericd of sightesn (18] months, or having served the
mriinimuTn probationary period of sighteen {(18) months, bul not having recaivad
regular status shall be allowed lsave of absance without pay for the duration of a
nahonal emergency, but said employees shall ba placed at the hoad of the
pdigitile hist for such position in the order of their senionly of employmant and
when appointad to & vacant postion, they must be physically fit as above
CITY OF SETGCKTON 21
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specified and shall sgrve the balance of thair probatonary periad before attaining
the stalus of a reqular employes

Two or more regular employees granted mijitary leave of absence without pay
from the same position shall be reampioyed according fo thewr seniority of
amployment providing they are physicaily fit as above spacified.

83 Court Appearance

Upon approval by the department head, an employes, other than a provisional o
temporary employes. shall be permitied authorized absence fom duty for
appearance in court because of jury senice, in chedisnce t0 subponna or by
direction ¢f proper authority, in accorgance with the following provisions,

{a)  Said absence from duty wil be compensated for actual hours the
amployes sanes on the jury or s required to remain in court t testify as a
witness in a criminal case, other than as a defendani, including necessary
travei time, As a condition of receiving such full pay, the employee must
remit to the City Treasurer, through the employse’s department head,
within fitean {15) days after receipt all fecs recewed except fhose
spacificaiy atiowed for meleage and expansas

ibi Jury duly or witness duly appeafances shall be considared in 2rms of
actual hours spant performing those dufies. If an empioyes s not diie 1o
appear for jury duty or as a witness until aftemoon court ssssion. helshe
will be expected to work his usual moming schedule. If an employes is
raqguirad 1o appear for morming court session and is released before noon
and not requirsd to return to court in the afternoon, haishe shall work the
remainder of hisfher usual afternoon schedulz.

ic)  3aid absence from duty wili be without pay whan the employee appears in
orivate lifigation to which the City of Stocklion is not a party

Any fzas afiowad, except for reimbursemeant of expensas incurred, shadl
e remitted to the City Treasurs: through the employse’s deparbmant
head,

MNotwithstanding the foregoing, atfendance in court in connection with an
employae's official duties or in bahalf of the City of Stocklon i connection
with & case in which the City of Stockion 12 a party, ingether with travel
tirne necessanily invelved, shall not be considered absent from duly within
the meaning of this Sechon

8.4 Bereavement Leave
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I the event oF a death in the immediate family of an employee, he emploves
shall, upon raqueas! be graniad up 1o threa (3} days bereavement leave with pay
without charge to hisfher accumulated sick leave credits or vacation eligibility.
The City Manager may grant an additional three (3) days bereavement laave
upon requast which shall be chargad against the employee’s accumulated sick
leave credits in cases where extensive travel = reguired to attend the funeral.

Far the purposes of this Section, the immediate farily shall be restncted to the
employee's parents, spouse, registered domestic partner, child, step child,
brothar.  sister.  mothei-in-law, father-indaw,  brotherindaw,  sister-in-taw,
arandparent, and grandchiid

In the avent of the death of a persan not immediataly relatad to an smployes as
difined above, the employee's deparment head may grant up to three (3) days
bereavernent leave upon request which shall be chargad against the employes’s
ascumuiated sick lsave credits

8.5 Workers Compensation Leave

Fonms and Frocedurss, Workers' compeansation processing shali be consistent
with City procedures and in accordance with stale workers' compensation
regulations.  An employes who sustaing a work-related injury or liness shall
rmmediataly inform hisfher supenisar no matter how minor an an-the-job inury
may appear. An employee who susiains a work-relaled injury or iiness requiring
medical care is required to seek medical care at facilities designatad by the City
unless they have filed a pre-designation of parsonal physician prior to sestaining
the work-related injury or dliness.  For a lisl of Ciy designaisd medical cars
faciliies andfor physicians, please contact Human Resourcas.

9.6 Leave of Absence

Employess shall ngt be entitled 10 leaves of absence as a matter of right. but anly
in accordance with the provisions of law and the City of Stockton Munwinal Code.
Unless otharwise provided, the grantng of a leave of absence also grants to the
employes the right to return to a position in the same classdication or equivalent
clagsification, as the employse held at the time leave was granfed. The granting
of any leave of absence shall be bassd on the presumplion thal the employes
intends to retiern to work upon the expiration of the lzave.

CiTY OF STOCKTON
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All approval authorty over leaves of absence axercisad by the departmeant haad
under this Sechon shall be subjact 1o review by the City Manager, whaose ruling
shal be final.

Employeas on authonzad leaves of absance withouwt pay shall not be entitled 1o
paymeant by the City of the premiums for their health and dental insurance.
axcept as provided hereinafter

The anfitlement o City payment of premiums shall end on the last day of the
morth i owhich the employes was paid except that employeas on an aulhorized
leave of absence may continue enrolimant in the City health insurance plan by
prapaymant of the monthly premium dunng the authonzed leave of absence,

Authorized absence without pay which exceads thirty (30} consecutive calandal
days, except military leave, shall nol be inchaded 0 determaning salary
adjustmient nights. basad on lzngth of employment. Panods of time during which
an employes 15 required to be absent from higfher posifion by reason of an njury
ar disease for which hafshe = entitied © and curmenily recsiving Workers'
Compansation benefits shall be mcluded in computing length of service for the
purpose of determining that employas’s salary adjusiments,

8.7  Leave of Absence Without Pay

{ay Purpose and Length. Only empioyess occupying feguiar positions on a

permanent basis are eligible for lzaves of absence without pay under the
provisions of this Section,

An appointing authority may grant a leave of absence withou! pay for
personal reasons up to a maximum of baelve (12) months with approval of
the Director of Human Resources

Leaves of absence without pay on account of ifinsss or injury which are
not job-incurred may be granted for a maximum period of twelve (12]
monthe with approval of the Director of Human Resources. This includes
disabidities causad of contributed to by preghancy, miscamags, abortion,
chitdiirth and recovery therafrom.

Such a lzave will be granted only after al accrued sick credits have been
used and shall be substantiated by a physician’s statamenl

by Application for and Approval of Leaves of Absenge Wilhout Pay. In order
o recens laave without pay, an amplayas must submit 2 reguest on the
prescrived form 10 his department head and the City Manager deseribing
the reasons for the request and all other information required for the
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depariment haad. o his representaive. 1o evaluate the regqusst Leaves
without pay may be canceded by the department head at any ime.

9.8 Abse thout Leave

{a) Refusal of Leave or Failure to Return After Leave. Failure to report for
duty or failure 1o report for duty after a leave of absance request has bean
disapproved revoked or canceled by the department head or City Manager
or at the expiration of a feave, shaii be considered an absance without
ieave.

(s} Voluntary Raesignation  Any amployes of this bargaining unit absant
withow! Beave for lwo (2} of mote sonsecutive days or absenl an aggregats
of aither sidesn (168} hours or wenly {20) hours 0 any catendar month
without a satisfactory expianation shali be deemed o have voluntariiy re-
signed from the City of Stockion except if the absence is due o a venfied

limiase or ey,

8.9 Vacation Leave

=1 Wacalion Alowanse. All regular emplovees, excluding  provisionat,
ternporary and part-iime employees shall accrue vacafion leave with pay
sami-monthly In accordance with the following schadule:

Less than 1-142 yvears continuous amploymant ... ........ B0 hoursfyear
After 1-1W2 yearsup to T 12 years ., 0B hoursfysar
After T-112 vears upto 1S y@ars . . . 144 hoursfyear

Afer 15 vears up o 25 WBars i e 188 hours/year
Seven {7 additiona! hours hence for each completed vear of senvice in
excass af wenty-five (25) years.

(b}  VNacation Accumulation.  Effective July 1. 2072, the following maximum
vacation accruals shall take effect.  Employses reaching the maximum
hours provided here shall stop accruing additional vacation hours until
thay are below the caps bsted here. No vacation hours may be added to
siCk l@ave balances without excestion.

Empioyess who, on Juby 3, 2012, have vacation balances fhat excead
their maximum shall have until June 30, 2013 to use suffickent vacation
satisty the mawmum alliowed W an employes does nol salisfy the
rmaimam by Juns 30 20132, hedshe shall redain histhar existing samed
vacabon, but shall not earn any additional vacation uniis the empioyes s
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vacalion balance s under the maximum vacation acorual alkoeed.

The maximumn number of vacation hours that employses on a 40 hour
workweak shall accrue are az foliows:

Under 1.5 years 120 hours
1.5 =75 yvaars 240 hours
.0 - 10 years 280 hours
15 — 25 yaars 320 howers
25 years 328 howrs
27 vears 336 hours
28 years 4 hours
29 yaars 352 howrs
29 plus years T howrs each additional year

{c} Yacalign Scheduiz.  The tima at which employoes shali be granted

vacation leave shall be at the discrelion of the department head with due
regard for the wishes of the employae and neads of the Lity

(di  Vacatlon Allowance for Saparated Emplovess

iy When an employee 5 sepgrated from the service between
February 17, 2012 and July 1, 2014, the employes’s remaining
vacation allowance, if any, shall be paid as follows:

a. Upon separation, employeas shall receive one third (1/2) or
310,000, whichaever is greates, of the lotal of hisiher unused
accurmulated vacation hours.

i, On the one year anniversary of employae’s separation,
heishe shall receive the second paymeant of one third (1/3) or
310,000, whichevar i greater of the balance of hisfher
unuged gocinuated wacation nolirs.

E. O the sacond yasr anniversary of employes's separaton
he/she shall receive payment for the balance of the unpaid
accumulated vacation hours.

d. Empioyees who are involurtarily separated shall have their
remaining vacation allowance, if any, added to hizfher final
Cormpansation.
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(&' An employee who has resigned in good standing and is
subsequantly reinstatad within one (1} year from the date of nis
resignation shall have his prior service counted in detarmining
ehgibility for vacabion benefits, deducting therefram the amount of
tirne betweaan the date of resignation and the date of reinstatement
which shall not be counted in determining aligibility.
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SECTION 10. DAYS AND HOURS OF WORK

101 Regular Workweok

The normal workwesk for Police Uinit employess shall consist of five (5] eight {8)
hour days or a minemum total of forty (40} hours. Where operational
requiraments of a depanment require deviations from tha present schedule, the
City Manager may inshiute allemats work scheduiss, conaistent with provisions
of the State Law.

10.2 Regular Workweek for Patrol
The work scheduile for patroi s the cumrent 410 work scheduls. The Chief of
Folice may change the startfinish time of a shift after providing written
solification

10.3  heal Parlods

Phase shiff amployaes normatly recanve a ong-haif {(172) hour maal with pay aaah
day,

Other Police Unit employess will normally receive a one {1) hour meal perod
withou! pay.

10.4 rk Furl

{a) B2 Furdough Hours Effective the pay period that includes July 1, 2012
through June 30, 2014, sach employes shall take sixty two (G2) unpaid
furiough howrs in 2ach fiscal year I accordance with (o) and (d) of this
section for a total of ope hundred and twenty four {124) hours of unpaid
furlough hours. The parties agree thal the City shafl have the complete
authority to reduce or eliminate. but not increase the 82 hours per fiscal
year furlough requirement, at any time during the term of this contract
Do writlen notice from the City 10 the 5P05

ibi  Equalized Payroll Dedustions. FPayroll deductions for the sixdy fwo [52)
furicugh hours per fiscal year of this contract desaribad in saction 10.4,
paragraph {a} herein above shall be equalized so that each bargainng unit
amployes shall have three percant (3%) of the amployee's ragular houely
rate of pay deducted from sach of the twenbty-four {24 pay warranis in
gach fiscal year,

fcy  Fudouwgh Back. On or after the first pay pariod in July of 2012 and July of
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2013 sinty two (82} furlough hours per fiscal will be placed in a furlough
bank. There shali be no cash value providad for any furough hours since
tha stant of the furlough program i 2000 and all furlough bank hours shail
be used in accordance with 10.4 d below.

(dy  Use of Furlpugh Hours. Al fudough leave shall be scheduled in advance
with the employes's supervisor. All Furlough must be scheduled and usad
priar to the date of separation in accordance o City's lsave policies
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SECTION 11. OVERTIME
1.1 Authorization

All compsnsable overtime must b2 authorized by the Chiefl of Police or the
Chiefs designated representalive in advance of baing worked it prior
authonzation is no! fzasiple because of emargency conditions a confinming
authorization must be made on the next reqular work day foliowing the date
witich the overtime was worked,

11.2 Compen 1]

The following provisions partaining to authorzed statutorly reguired overtimes
work shaill apply 1o employses whose nonnal work psniod 15 eghl (B} hours per
cay and forty (40} hours per week, or (1) hours per day and forty {(40) hours per
wask:

(a)  Statutory overdime shall be pad on actusl fane workad in excess of forly
{400 howrs i any workweek  Such overtime shall be paid for at time and
ona-half {1-17) mcluding emplayees employed on a por hour or per day
basis or except as provided elsewhene heren,

iy On a holiday ohserved by the City an employes shall be paid for a reguiar
day plus time and ons-half (1-172) for actual time workaed.

izl Hours worked shall include all actua! ime worked, Furough hours taken,
holiday hours taken and observed holidays where the City is closed shall
be considerad as time worked and those positions in s unit are nof
requirad to report 1o work, Sick leave. vacation, or othar compensated
time off shall not be considered as actual time worksd.

11.2 Court Appoarance Pay While in O Duly Status

{a)  An empioyee requited by proper authority to appear in cowrt duning off-
duty hours shall receive compensation of three (2) hours at time and
one-half {1-1/2) or astual time worked at the appropriate rats, whichaver is
grealar

iy Woluntary Court Standby.

Police Unit employzes who voluntarily place themssaives on standby for
court appearance while off duty shall receive one {1) hour of pay at the
ragular rate for the four (4) hours of standby for the a.m. and, it required to
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reqviain on stardby, one {1} adgitional hour at the regqular rate of pay for
the agddional four {4 hours of standby for the pm.

11.4 Call-Back Policy

When an employse is called back o work from an off-duly status, the employes
shall be compensated for a minmum of three {3) hours at time and one-half {(1-
112} or actual time worked at tme and one-half {1-1/2), if eligebie for overtime as
defined in Secfion 112, above, whichever is greater.

11.5 Compeansatory Timo

{ay  Definition - As used in this Section, the term Compensatory Time refers tao
that time which an empioyea & entified to be absent from duty with pay for
hours worked in addition to or excess of their normal work achedule. Such
tima has previously been referred to as Bamed Time.

{k) Acorual - For ail hours i excess of forly (48 houes in & seven (7] day
work period, for which the employes is in 8 paid status, the Association
agraas that compensatory time shall be sarned af the rate of ime and
ona-half {1-1/2)

Mo mora than esghly (80! hours {fifly-six and one-third hours [56-173])
worked at time and one-half (1-1/2} may be carried on the books at any
time. When the time card is filled oul, employees may elect to accrue
Compensatory Time ar be paid cash,

consideration for thi wishas of the employee and 50 as to not interfera
with the normal operation of City business.  Approval of reguests for use
of Compensatory Timz shall be st the sole discretion of the depariment
head, but once approved, cannol be changed uniess an ememgency
situabion arises.

iy Payment - Onee eighty (80} hours of Compensatory Time 5 acorued on
thes books, all other hours worked in excass of forty (40) hours it 8 seven
{7 day work parnod will automatically be paid. At the end of sach calendar
year, all Compensatory Time will be camied Torward (forty (403 hours
maximumj. unless the empioyee alects to have the compensatory balance
paid. Carryover Compensatory Time cannol exceed the forly (400 howrs
ImEanLm

11.6  Standby Compensation
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Employess who are placed on standby on Saturday or Sunday or their normal
day off shall be pad at the rate of 33.00 per hour for each hour on standby
assigniment, An empioyee shall eam fime and ona-half (1-1/23 for alf acteal time
worked while on standby duty status only if sligible for overtme as defined
above. An employee shall not continue to receive the “standby” premium during
actual ime worked or for any hours paid as overtime or call back, Standby is not
tonskiarad as time n “pald staus bacsuse of woerk performed” for purposes of
calculatmg overime

Employess who are placed on standby after their normal tour of a regular work
day shali receiva 53.00 per hour for each hour of standby. An employee shall
2am time and ona-half (1-1/2) for all actual time worked while on standby duty
status only if eligible for overtime as defined above.  An employee shall not
continue to recene the "standby” premium during actual time worked o for any
hiours paid a3 overtime or call back. Standby s nal consderad as tme in “pad
stafus bacause of work parformad” for purposes of calculating overiime,

Employens who aro placed on standby shall take a City wahicle and a beoper
when required fo stand by, The vehicle and beepor shall be twmed noat tha
sonclusion of each standby assignment,

Whie in such standby status employeas shalf isave wath tha Command Center a
talephone number al which they can be rsached. Such employees shall be
within forty-frve (45) minute response time availability fo the Police Department.

11.7 Mo Standby Compensation for Time Worked

fEmployess shall not simultaneously receve compansation for courl appearancs,
voluntary court standby, standby, or call back pay provided in Sections 11.3(a),
11.3(b), 114 or 11.6. Employees are elgible o receive overiime only in
accofdance with Section 11.2 above.
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SECTION 12. HOLIDAYS

12.1 Holiday Compensation

(a) Al regular and probationary Folice Unit employvees shall receive. in
addition to their normal compansation, one day's pay for each of the
holidays listed.

{B) Pofice Unit employess requited o work a holiday shall be compensated
an additional day's pay at one and one-half {1-1/2} times the siraight time
rate. This compensation can be in the form of direct payment or
compensatory time. Compensatory time overtime hours shall be limited to
a maxEnum ascumiation of aighty (80 hours al any poitd.  Police Uni
employees requasting payment for compansatory time shall, prios 1o July
1, mach y=zar, declare on a form provided by the City their intention fo
receiva egquivalen! compensatory time for holidays which they may have to
wiork.

12.2  Holidays Observed by the City

Employess shall recaive the following halidays an full pay not to excead sight (8)
hours for any one {1) holiday, uniess clherwise provided in this seciion.

{1} New Years Day... . Sidanuany 1
{2} Wartin Luther H-ng a Ewtrmw S |Th|T:;I Muﬁ'icp, in January)
(3} Lincoin's Birthday . [T I,E:'EI:“DHEJ Manday in Februarny)
i4) VWashington's Bur’ﬂm’ay-.. e e e L Third Monday in Februarny)
15 Cesar Chavez Day... e UNATCHR 310
i) Memonal Day. . HLast Monday in May)
(71 independance Day... o Aduby 4}
(8 Labor Bay LFlrst I'J1c:|‘|da'g.r Ln Eep‘lember;
{4) Columbus i'Ja',r... i e R ROND Monday in Octohar)
{104 Veteran's Day ... S o . (Movember 11}
{11} Thanksgiving... e fFQunh Thur&da, i Novamhbar
{12y Day folowing T H*glwg - .. {Fourh Frlf:lt-s,rl MNovamben
{13} Christmas Day ... 1 v res Cranber e imre s e s e .. {December 25}

For empioyees on a Monday through Friday workwesk, if hoiidays fail on a
Sunday, the following Monday shall be observad 1 holidays fall on Saturday, the
praceding Friday shall be abssrved
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For amployses on 4710 allernative work schedule, employess may flex the
remaining two hours of a scheduled holiday within the same FLSA work period
with prior approval of their supenvisor,

For employees on 980 alternative work schedule. employees may shift their

work schedule so that thedir gight (8} hour day falls on designated haliday with
prior approval of thelr supervisoy
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SECTION 13. COMPENSATION AMD ALLOWANCES DTHER THAN BASE
SALARY

13.1  Refirement Contribution Suppliement

{ay The City contributes an amount equal to nine porcent (%) of the
amployes's curran! base salary and other compensalion &% qualifiad by
Stale law loward P.ER.S. benelits. Such amounis will be applied to the
amployee’s individual account in accordance with Govemment Code
Section 20651,

(b} Thea City will make appication to PERS. 1o provide California
Giovernmen! Code seckon 20082 (Emplover Paid Membsr Contributions
Converlad 1o Payrate dunng the Fnal Compensation Parod) as an
additionail PE B.5, benefs, to be effective upon adoption by the Slockton
City Councit and the P.ERS. Administration Board.  The intemnal
Revenue Sarvice (IRS) Code 474H(2), whereby emploves cortributions
shall be fax deferred (not sublect o taxstion untll trme of construchive
recept) will be  concurrently implemented with FPERG. California
Govermnment Code section 20892

Al the beginning of emoployea’™s last year of empioyment, such amployaes
shall pay ther employees’ ning percent (9% ratiremeant contribubion
through an automatic payrofl deduction. Thae City shall increase |he
employes’'s basa salary oy the same nine parcant (%) for the last welve
{12} months of employment.

{c)  Legacy employeas hired on or before Decambar 31, 2012 shall pay nins
{9%) of the employes’s currenl base salary (employge contribulion) and
other compensabon as qualified by slate law towards the Publx
Employees’ Relirament System (PERS) towards the employse's share of
cast for PERS pension. Such amounts will be applied to the employee s
individual account in accordance with Government Code saction 20621,

id}  Non Sworn Police Officer Trainee. The City and the Association agres
that emgloyees hired into the Non Sworn Police Officer YTraines
clazsification shall e meambears of the ocal miscetansous” raeliremani

plan rather than the “local safety” retiremant plan

The empioyes shall contnbute ssven petcent (T%) of the employes's
current base salary and ofher compensation as gualibed by State law
toward the P.ER.S. Local Misceliansous Mambers Plan. Such amounts
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will be applied to the employes's individual account in accordance with
Governmant Code section 20691

Upon satisfactory completion of basic reciuif raining, the Non Swom
Polica Officer Trainee {Local Miscelianecue Member} shal ba transferrad
to Swoarn Police Officar plan (Local Safety Member)

13.2 Military Sercvice Credit

The Cily shall provide for miltary service pursuant 1o the provisions of
Govaemment Code Section 21024, formerty Section 209303 and Section
2083033, at the eamployae's expansa.

13.3 P.E.R.S. Fourth Level Of 1959 Survivor Benefits

The City provides P.E.R.S. California Governmant Code section 21574 {Fourth
Level of 1850 Survivor Benefits) as an additional retirement benefit, 1o be
offective  Upon adoption by the Siockton City Councll and the P.ERS
Admiristration Board,

13.4 P.ERS. 3% At Age 50 Retirement for Emplovees Hired_on or before
December 31. 2012

On July 21, 2000, the Cily made appication to PERS o provide PER.S
California Govermnment Code section 21362 2 (3% at age 50) as an amendmant
retirernent benafit, to be effective upon adaption by the Stockton City Council and
the P.E.R.8 Administration Board.

13.6 PERS Benefits for Emplovees hired on or after Januwary 1. 2013

iai  Employees hired on or after January 1, 2013 shall be subject to the new
AB340 PERS pension formula of 2.7%@57 with no optional pension
anhancemams. Employees shall pay 50% of tha Cily normal cost rate for
the 2. 79 @57 aa determined by CalPERS.

ihy Az soon as administratively possibie, e City shall amend its CalPERS
comtract o eliminate sick leave convers:on and the enhanced survivor
benefits for adl amployees hired on or after the effective date of the
contract amendment.

136 Uniform Allowanoa

fa} Empioyess in this Unt shall receive as additional annual compensation, a
uniform aflowance in the amount of ning hundred fifty doliars (3950.00).
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Fayment shall be made in two egual installments of ona-half (122 of the

annuadl valug of endorm alowance to ehgible smploveas dunng [he
months of Apni and Oclober,

bl Protective Vesls - The City shall provide safety protective vest and annual
testing by lot numbser

13.7 P.OS.T Incentive Pay

(ay  The City will pay three parcent (390) of the Police Oficer fop salary step
for employess whoe atlain an intermediate P.O.ST. Certificate and six
parcent (G%) of the Police Officer top salary step for amployeas who atlain
an Advanzed F.OST. Cedificata,

{b)  Effactive January 1, 1809 the Cily will pay three percent {3%) of the
Police Sergeant lop salary step for employees who attain an Infermediate
F.OST. Ceificata, and six parcent (G%) ol the Police Sergeant top
salary step for employeas who attamn an Advanced P.O 5 1. Carfificate

) The Personnel and Training Division of tha Pelice Dapatment will sybril
the approprniate paperwvork (o the Muman Resources Services Departrnent
confirming and authorzing P.O.S. T, Educational incentive Pay for aligible
employees

Compeansation shall be eflective the first of the month following the date of
aligibility for the carntificate.

13.8 Longevity Increment Pay for Police Officer for Grandfathered Emplovees
Only

Effective August 1. 2011, Longawvity Increment Pay for Polce Officer shall bo
afiminated. Thos@ mambars who weare recaiving Longevily Incremernt Pay as of
Juby 31, 2011, shall be grandfathered, and effective August 1, 2011 their
Longevity Increment Pay shall be reduced by 5% and shali remain frozen at that
level and no additional increments shall be eamed, as described harein

(ay For those membars who as of Juby 31, 2011 were recaiving five percent
{5%} of top salary step in rank for longevity. upon completion of six (6}
continuous years of senvice as g pubbc safaty officer with the Stockion
FPolice Department, effective August 1. 2017 those members shall no
longar recaive longavity increment pay.  Thig longevity incrament pay shall
remain frozan at this level and no addtional ncrements shall be sarned.
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(b} For those mambers who as of July 31, 2011 were recaving seven parcent
(7%} of top salary step i rank for longevity, upon completion of nineg {3)
confinucus year of service as a public safety officer with the Stockion
Police Departmant, affective August 1, 2017 the City shall pay two percent
(2% of fop salary slep in rank for longevity pay. This longevity increment
pay shall remain frozen at this level and no additional incremants shall be
aarmed,

o} For those membpers who as of July 371, 2091 were reosiving twalve pareent
$12%) of top salary step in rank for longavity, upon completion of twelve
(12) continuous years of service as a public safety officer with the
Stockton Palice Department, effective August 1. 2011 the City shall pay
seven percent (7%} of top aalary step in rank for longevity pay. This
longeyity increment pay shall remain frozen a1 this level and no additional
mcrements shall be aarnaed

{dy  For those mambars who as of July 31, 2011 wera raceiving fourtzen
percant (14%) of top salary step in rank for longawvity, upon completion of
mgntean (18) confinuous years of service as a public safety officar with
the Stockton Polee Deparment, effestsve fogost 1, 2011 the City ahalt
pay nine parcent (9%) of top satary step n rank for longavity pay  This
fongevity increment pay shall remain frozen at this level and no additionat
increments shall be earned

(g}  For those members who as of July 31, 2011 weare raceiving ninatean
percent (18%) of top salary slep in rank for longavity, upon completion of
twenty-four (24} continuous years of sanvice as a public satety officer with
the Siockton Polce Depatiment, effective Augast 1, 2091 the City shail
pay fourtzan percant (14%) of top salary stap in rank for longevity pay.
This longevity increment pay shall remain frozen at this level and no
additional increments shall be eamed

ifi For the limited purpose of defining confinuous service under this Seclion
of the Memaorandum of Understanding, continious service shall include
ieaves without pay for less than one (1} year as long as the public safefy
officer did not withdraw the his or her contributionz o PER.E

(g}  Effective July 1, 2012, Section 13.8(a} through (f} are modified as

follows:

Cmployees who are receiving Langavity Pay as descrbed above shail
have their Longevity pay reduced an additional 4% effective July 1, 2012,
axcept that individuals whose 2017 reduction of the fellowing amounts
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iReductions of Longsvily pay, elimmnation of Masler (Officer Pay,
aiminaton of Educatonal Incentive and payment of emplovees PERS
contribubion) was 22% shall have their Longevity amount reduced by 1%
The longevity incremeant pay shall remain frozen at this level and no
addiional incraments shall be earned nor additiona! parsons shall qualify
for this pay.

13.9 Longevity increment Pay For Police Sergeant

The 5% Longevity Pay recemsed by Sergeants is frozen effective July 1, 2012 and
nn additionsd persons shall quality for this pay.

e

Empiovees assgnad canine responsibilities shall be paid 2 maximum of ten {10)
hours e montk, o the rate of one and one-hall [1-172) e Compansation
shall be for time spent by offlcels on thalr off-duty ime to feed and exercize the
dog ard 10 clean ihe kennet.

13.11 Motoreycle Officer Compensation

Effactive the first full pay perod afisr the effsclve date of this contract
amployees assigned motorcycle responsibilities shall be paid a maximum of four
and one-guarntsr (4.25) hours per month, at the rate of one and one-hatl {1-1/2)
timez. Compensation shaif be for the time spent by officers on ther off-duty time
ta clean, wax and generally maintain their assigned matarcycies

13.12 Explosive Qrdinance Disposal Compensation

Effective July 1. 2005, the pay for unit members assigned o E0D shall be paid &
maximurm of five (5 hours per month at the rate of one and one-half (1-1/2) time.

13.13 SWAT Compansation

ftective the first tull pay period after the affactive date of this contract, the pay
for unit mambers assigned 0 5WAT shall be pad 3 maximuoem of four and one-
fuartar (4 25 hours per manth 8t the rate of one and ong-half {1-142) time.

T T T R T T T

Effective July 1. 2005 the pay for undt membars assignad to Feld Traneng
Officer shall be five parcent (5 0%:) of the top saltary step of rank.
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13.15 Bilingual Pay

Effective July 1, 2005, the pay for qualified and approved bilingual skill will be two
and one-hall parcent (2 .5%) of the top salary stap of rank.

To be elgible for this differential pay, an officer musi be cerdified v meet the
funciionat needs of the Depantment. The Chief of Police has the sole disarelion
i determmning the nomber of officers needed for bilingual services, the
tanguages that wilt be recognized, and the funchional language skais nesdsed for
the Dapartment,

13.16 Acting Pay

Any employee who 15 assigned by proper authority to work m a higher paid
glasadicaton and whe performs a majonly of the dulies of thal higher position
shall recewe that rate of pay in a siep of the higher clasafication which wolid
have boen received if the employees had been promotad into that classification.
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SECTION 14, INSURAMCE PLANS

14.1 Health Insurance And Related Benefits

a Choee of Health Plans. Employees in this bargaming unit shali have a
choice of enroling themsalves and their elklble depandants in any of the
City sponsored medical dental and vision plans. Each plan shall offer an
Employes only, Employ2e plis One and Employee plis hwo o more
dapandents coverage. The City shall offer two or mofe medica plans to
regular employees. As soon as administratively possible afler the
ratification and adoption of this MOU by the City Council, an HMO (Kaisar)
will be added as a plan cholce for employaa’s in s unit

ks, Eligisitity, Emplovess shall become ehgibte for Medical insurance on the
first day of the month subsequent to complebion of tharty (300 days of
continuous service with the City. Employess shall become eligible for
Diental inzurance on fhe first day of the month subsequent 1o complation of
sixty {60} days continuous service with the City. An ebgihle employee and
elgibie dependent may be enroled in & City offered medicat plan aither as
a subscriber in a Cily offered medical plan or, as the dependsnt
spouse/regisiared domestic pariner or another ehgible City employes, but
not bath, IF an employaa 8 also aligibie to cover their dependant child, the
child witl be allowed to enrall a5 a dependsnt on only one emploves plan
{i.e., an employee and his o7 her dependent cannot be coversd by more
than ona City-ofterad haalth pian)

G City Contribution Towards the Cost of Insurance Programs, Effective
September 1, 201 1:

{11 Thea City shall contnibuls up to 5481.00 par manth toward he oost
of the monthly premium for employee-only medicalfdentalivision
plan coverags,

{2y The City shall contribate ap 1o 387500 par month toward the cost
of the monthly premium for smpioyee plus ong  dapandent
medicalidentalivision plan coverage.

t31  Tha Ciy shall coniribute up to $1165.00 per month toward the cost
of the monlhly pramium for employes plss two of more depandants
medical/dentaiivision plan coveraga.

These contributions are based on ful-time employment: regular part-time

amployees shall recaive a prorated contribution based on thair perceniage
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of full-time employment. Insurance plan premiums that exceed the City's
moenthly contribution shall be paid by the employee through payrol
deductions. The City shall maintain its IRS 125 Plan o allow for employes
contributions for madicalvision/dental fo be pie-lax prémiim conversion.

. Plan Rules. Employees may insure themselves and their elgible
dependants under the medical’vision and dental plans provided by the
City, in accordance with the rulez and regulations applicable to the
selecied Fian. Benefits in the Flan shall be in accordance with the Plan
docurment,

=3 Plan design changes fo the City's Modified Plan for employess are
effective September 1, 2011 (sea Appendix B for defails of Plan
modification).

=

it is understood that 2 coaltion of fhe City's unions, including SPOA. are
axplaring the possibilitly of providing 3 heslth plan for 8l city employess
and retieess, mdependent from the Ciy. On or before October 1, 2012,
the Linjons shail nofify the Ciy of whether they in fact are proposing 1o
agsume the prowision of medical pians for empioyees and retireas.
Shauld the City and unions in fact agree upon the unions administering
thelr own plan, the terms of that assumption shall be established through
rezet and confier, as set forth in the Appendix C. The terms of such plan,
onse agreed dpon shial supersede this section 1o the exdent inconsiglent
provided the City's contributian to such plan for sctive employess in this
unit shall not exceed the maximum coniributions sat forth subsaction

14.2 Retirement Medical Allowance

i

a. ERgibility.

An eligible retiree and eligible dependent may be enrolled in a Gity offersd
madical plan either as a subscriber in a City offered medical plan or, as
the dependani spousafegisterad domestic panner or aroiner aligitle City
empioyeefetires, bul not both, If an employeafetiree iz also aligble 1o
cover hisfher dependent child. the child wilt bz allowad o enmll as a
dependent an only one employes or ratires’s plan (e a retiree and his or
har dapendent cannot be covarad by maore than ona City-offered haalth
plan}.  The City does not provide any retites madical program, allowance,
or City contrbution for employess hired on o after July 1, 2011.

b. City Contribution for the Perod of July 1, 2012 - June 30, 2013.
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The City shall provide to empioyses refiring from the City the following
coniribution towards the cost of ratiree medical insurance from Juby 1,
201 2 through June 30, 2013:

1. Employess ratiring with over 10 years of full fime service with the City
of Stockton as a regular employes shall receve a Cily contribution of
150 a month towards the cost of rebiree medical insurance,

2. Employees retining with over 20 years of full time service with the City
of Stockton as a regular employse shali receive a City contribution of
3300 a month towards the cost of retiree meadical insurance.

3. Employess retiring with over 30 years of full time service with tha City
of Stockton as a regular empioyee shall receive a City contribution of
3450 a month towards the cost of retires meadical insurance.

4, Emploveas with less than 10 years of servica for the City shall not be
eligdls for a oty contribution towards retires madical.

& Benefits for par ims employess who refire are prorated based on fheir
full time aguivaient.

£ The Ciy contnbutions shall end with the daath of the metiree and no
survivor benefits are provided

7. a. Retrees may enroll themselves or their dependents at their own
axpanse in City sponsored medical plans only (dental and vision are
not offered to retirees). The City reserves the right to set benafit levals
in medical plans for retirees and at its exclusive option only provide
fulty insured plan choices to retirees for anrollment. The City reserves
the right to discontinue inciusion of retirees in Cily sponsared medical
plans at any time.

b. The City's commitment fo provide retiree medical benefits during
the 201 2-2013 fiscal vear & 1o the aliree and shall end upon the death
of the retiree, Surviving spouses shall not be eligible for any City paid
tenefit after the death of the City retiree. Any banefits previously paid
1o surviving spouses have been paid in error and without the approval
of the City Counsil

c. Ebmination of Retiree Madical Program effective June 30, 2013
Effective June 30, 2013, the City shall no longer provide & contribution
towards the cost of retiree medical insurance for current employees
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{future retirees) and current retiras.

14.3  Alternative Retirement Medical Plans

The parties have negotiatad that employees may choose to enrafl In one or mare
additional health plans instead of the City Modified Plan (including but not limited
to Kaisar Sr. Advantage)

This language seis forth the condiions in which current empioyees, when they
retirg from the Cdy and ctherwise quaiify for a refiree medical banetit from the
City @s stated in Sections 14.2 and 14 .4 of this MOUW, may alzo choose 1o enroll
in City sponsorad alternative plans in the same manner as when they wenms
emplkyens, as wall as retirse only meadical plans.  The fofowing conditions shal
ARy

(ay If an employee is in a Cily sponsored alternative plan at the tme of
refirement, the emploves shall b2 allowed to conbineg o that Plan,
Lmploveas iy the union sponsored plans authorized by the Cily al Ihe tme
of rebirement shall be allowed 1o gontihue in that Plan Empioyvess not m
an aliernative Plan ai the tima of relirement shali not be allowed io enrol
i any atternative plan except that any retiree may voluntarily enroli in &
ity sponsorad ratiree only Plan.

A retires may only enrolf i alternative plans other than the City Modified Plan when!

(@) The refiree selecting pians other than the City's Modified Plan agrees that
the City's financial contribution to a premium payment for any other Plan
shall not excesd the curent contribution amount the Cily would pay if the
refires s anrolled in the City Modified Plan, and;

o} The individual refiree wili be required fo sign a form that indicates
agrasment with these conditions.

The City resarses tha nghl 10 eliminale thase addilional plans and the cholcs of
mullipds plans s not & vestad nght. As with the City Modified Plan, the City
reservas tha nght to make plan design changes as necessarny ih thase Allarnative
Plans

14.4 Medicare Supplemenial Coverage Reguiremenis only for Employses hired
an or before June 30, 2011

The City reserves the right to terminale refmbursement payments for Part A
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Mediare coverage, in which event the retiree will receive the Gity's modified
medical plan which inciudes medical design chanpes effective Saplember 1,
2011 as the primary health coverage, with the premiums for such coverage 1o be
paid by the City, The coverage provided pursuant to this section shall apply to
the retiree and histher spouse. Refer to section 14,2 regarding Elimination of
Retires Madical Plan effective June 30, 2093,

Under the federal Health Care Reform Flan, sponsors may modify the medicat
benefits provided to retiress only. The City will modify its refires health care plan
1o reflact the foliowing

{#) Return Plan bensfts for Acupunciure to 12 visds per year (instead of
untimitedy and returns the payment percentage paid to 60% (instead of
B0%;

b} Retwrn Plan benafits for Alcohol and Drug Treatmant admissions to 30
days and 3 Hetime admissions (instead of unlimited)

iz Melern Plan beneflids By Culpatent Mental Health or RNervoss Disorder
sarvices o 15 visd makimum {mstead of unlinnted;;

{d}  Change Plan benefits for Praventative care and wellngss o B0% instead
af current 100%.

{2)  Return Plan benafits on tha lfetime cap on plan benefits to 52 5 millicn
{instead of unlimited).

{1} Heturn Plan benadfits on fhe mavimum age of depandant children 1o be
enrolied in the Plan to age 19 unmamed, and not serving in the armaed
forces to 23 if attending schocol full time and gualifies as a dependent for
federal income tax purposes.(instead of age 26);

gl  Change Plan bengfits for Emargency room banefils,

If portions or whole of the Federal Affordabla Care Act i3 modified subsequent to
the adopiion of this memorandum of understanding, the City and PO& will meet
and confar aver any dentifiabie negotiabie impact o those modifications.

14.5 Raotiree Medical Trust

Tha City will cooparate with the SPOA to amand the documeants related 1o the
SPOA Relires Medical Trust ("RMT") o reflect that the City relinguishes ali of its
right to designate any trustess under the BMT and any and ali rights, obligations,
of respansibility under the RMT so that only the SPOA designated Trustees wiil
administer the RMT

The City has no objsction o the transfer of all current assets in the RMT to

anather frust (the "Receiving Trust”) seleciad by the SPOA designated RMT
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Trustess 3o long as the Recelving Trust agrees to hold those asasts for the
axclusive benafil of eligible relirees. Further, the SPOA and the City agres thal
the transfer of assets will be conlingant an the SP0A and Recaning Trustzes
agreeing that on and after the transfer of the assets of the RMT to the Receming
Trust {i) the City's only obligation with respect fo such Receiving Trust will be o
rrmke any agreed upon contributions to the Receiving Trust, and (i) the 5P0A
and the Recaiving Trustess further agrae that on and after the transfer of the
asseis of the RMT ko the Receiving Trust, to indammnify and hold harmiass the
City and the Gity designated trustees from any claim whatsoaver by the SPOA,
any unit member, or any beneficiary of the Receiving Trust with respect to the
Receiving Trust. Such claims include, bul are noi lmited to, () any claim for
hanefits under the Hacehang Trust or any plan fundead by the Recsiving Trust, {i@
amy claim regarding the adrinistrabion of, or fiduciary duties under, the Receving
Trust, {iii} any ciam reganding the fax treatment of contributions to the Recedang
Trust (so long as the City complies with apglicabls lederal law and guidance from
the Intemal Revenue Service). and {iv) any claim regarding the terms of the
Recshang Trust or selaction of restess.

The City's obligation to contribuie (o the RIAT has ceased. The Cily agrees to
meat and confer at the recquast of the SP08 with regard (o a contract
ameandment for employea contribubions to ba made to tha Recaiving Trust o
provide medical care banahits for retiress in a mannsr that will make the
employes contributions excluded from employee's income tax whether that
means they wil be by salary redustion wharepy the emploves forgoes salary m
gxchange for the contribution or salary deduction whareby the empioyes
contribufion is deducied from the employee’s paycheck . No confributions will be
made to the Recaiving Trust until the tax conssquences of such emploves
contributions to such Recawing Trust are resobved,

Tree rights of unit members to distrbutions and amaoiints of thasa distributions
from the BT or the Raceiving Trust shail be determined under the terms of the
trust plan document and Section 14 4 of the prior labor agreement except to the
axient modified by this Agreasment.

4.6 Life insurance

Effective July 1, 2012, the City shail provide each employse group tam life
insurance coverage with a face value of fifty thousand dollars (550,000 00).

14.7 Long Term Disability insurance

Effecthee July 1, 2012, the City shall reduce the base pay of amplovaes in this
unit by bteianty dollars (320 00) par month, and instead shail provide o each
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bargaining unt mamber twenky dolars {52000} psr month for the purposse of
purchasing Long Term Disability Insurance, The Associaflion recognizes and
agrees that it b8 their responsdiity for purchasing a Preferred Long Term
Disability Program for s represented employees or otherwise investing such
payments pursuant o this section as it deams appropnals,
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SECTION 15. SALARY PLAN

Tt

161 Satary

Cruring the tesm of thes agreement thare shalf be no salary increases. Effective
July 1, 2012, salanes for classifications m this uni shall be as attachad m
Appendix A

15.2  3alary Ranges

The salary ranges for all classificabions in the aforementioned representalion unit
will be as set forth in Appendix A, which are attached heroio and made a part
hareof. The rates of pay sel forth in the Appendix A, represend for each classi-
fication the standard rate of pay for full-time employment, effectve on the dates
nobed i the Appandices, unless the schedute specifically indicates otherwise.

153 Balary Upon Appointment

Except as heren otherwise provided, the entrance salary step for a new
smployes entering the classfiad service shall ba the minimum salarny step for the
class Lo which appointed. VWhen crcumstances warant, the City Manasger may
approve an ehtrance salary, which 15 more than the minimum salary step for tha
ctass to which that employee is appointed. Such a saiary may not be more than
the maximum salary for the class to which that employes 13 appointed

15.4 Edquivalents

Any monthiy, daily or hourly rate of pay may be corwverted inlo any equivaient
rate of pay or io any other ime bases when in the judgment of the City Manager,
such a conversion 15 advisabie. In determmining equivalent amounts on different
time bases, the City shall provide tables or regulations for the calculabion of
payment for service of less than fuli-fime. and for use in converting monthiy
salaries to hourdy rates. as well as for caloulating hourly rates,

15.5 Effective July 1, 2005 — Salary Step Plan — Police Officers Appointed On Or
After January 1, 1959

There were nins (%) salary steps for the classificalion of Palice Officer, however,
salary steps 1, 2, and 3 for Police Officers were eliminated effective July 1, 2012
There shall De six {§) salary steps Tor the classilication of Police Sergeart.
Eligible empioyees will b2 movad to the next slep svery 12 manths.  Any
refergnca in this MOU to a difarent schadule for stap increase shall be adjustad
accordingly. In a case whare a parson possasses unusual gualifications, the City
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Managsar may authorize appointmant above the frs! salary slap aflay receiving
the recommendation of the department head. The same provisions shall apply o
hourly-paid and part-time persons.

All step references below are o the salary schadule for the Police Officer
classification. MNon-Swomn Police Officer Trainees are hired af the rate identifaad
in the single stap salary classification for Polica Officer Trainea,

Tie firsi salary step shall be the minimum salary rate and shall be the nomal
hiring rate for the classification of Police Dfficer.

complation of bvelve (12) months service al the firsl salary step and upon the
written recommendation of e department nead.

.............................

of twelve (M2) months service at the sscond salary step and upon the written
recommendation of the departrmant haad.

The fourth salary step shall be paid upon the employes’s sabsfactony complation
of twelve (127 months serice al the third salary siep and upon thea written
recommaidation of the deparimant head,

The fifth_saiary step shall ba paid upon the employeg’s satisfactory complation of
twelve (12} monihs service at the fourth salary step and upon the
recommendation of e dapantment head.

The sixth salary step shall be paid upon the employes’s salisfactory compietion
of one {1} year of =ervice al the fifth salary step and upon the rscommendation of
ihe department head

Regardiess of an employes’s langth of service, salary step advancameanmts in any
given class may be made upon recommendation of the department head with the
approval of the City Manager, but not above Step 3 for a given rangs

Salary step ncreases shall be effective the first day of the pay pariod following
appointment or evision. 1f the date of appointment or revision is the fist day of a
pay period. salary step ncraases shall ba as of that date.

If & deparimant nead recommends o withhinld salary inoreases becauss an
employ=e has not achisved the level of performance required to the posifion, the
reconimehdation of notice musl be recewed by the Cily Manager al ieast four (4}
weeks in advance of the employae's eligibifity date. The affecied employes shall
he furnishad a copy of the department head's recommendation
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Change=: i an employse's salary  because of promotion.  demobion,
postponemant of salary step increase or special metit morease will set a new
salary anniversary date for that employes, which date shall be as siated in the
preceding paragraph.

Salary range adjusiments for the classification will pot sel a new salary
anniversary date for employess serving in that classification.

15,6 Salary Step Plan ~ Non-Sworn Police Officer Trainee Status

An employes with anly the status of Non-Sworn Police Officer Trainee shall be
paid at Step 1 of the salary range. Upon passing all the reguirements of the
Basic Peace Officer Academy and transfer o the sworn position of Police Officer,
the employes shall be pad at Step 2 of the salary range of Police Officar. The
Traines shall not gualify for Safety status while in the Acadenmy.
15.7 Balary Step After Military Leave

All employees who have been granted a mililary l2ava shall, upon their eturm o
tha City service, arg antifled fo the avlomatic salary advancements within the

range scale of the established wage schedule of ther classications for the
pafind thay wers in the militany senice.

15.8 Salary Step When Salary Range Is Increasad

Whenaver the monthly schedule of compansation for a class is revised, each
it i @ position 1o which the revised schadule apples shall be anditled to
the step in the revized range which corresponds 1o the empioyea’s step held in
the previous range, unless oltherwisa specifically providad by the City Manager

15.9 Salary Step After Promotion or Demaotion

When an employse is promoted from a position in one class 10 a position in a
higher class, and at the fime of promotion is recsiving & salary equal to, of
greater than, the minimum rate for the higher class, that empioyee shali be
enfitted fo the next step in the salary scale of the higher ciass which is
appraximately five percent (5%:) but in no case less than four percent (4%:) above
the rate he has been receiving, excapt that the naxd stap shall not excesd the
maximien salary of the highar class. When an employes i3 demoted, whather
such demotion & voluidany of othemwise, that emploves’s compensation shall be
adjustad o the salary prescribed for the class o which he is demotad, and the
specific rate of pay within the range shall be final.
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15.10 Salary On Reinstatement

if a former employes is reinstated in the same position praviously held or 1o one
carrying a simitar salary range, his salary shall not ba higher than his salary at
tha time of his separation unless thers has been an increase within the salary

range.
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Al sworn public safety officers in the employ of the City of Stoskion shall resids within a
geographic area from which they can reach Ciy Hall within forty-five {45 minutes.

SECTION 17. SEVERABILITY OF PROVISIONS

In the evant that any provision of the Memorandum of Understanding is declared by a
court of competent junsdiction to be legal of unenforceable, thal provision of the
lemorandum of Understanding shali be null and void but such nullification shall not
affect any other provisions of this Memorandum of Understanding. alf of which other
provisions shall remain in full force and affect.

SECTION 18, PAST PRACTICES AND EXISTING MEMORANDUA OF
LUNDERSTANDING

Continuance of workimg condibons and praclices not specifically authorized by
ordinance or by resolution of the City Gouncil s not guaraniead by this Memarandum of
Linderstanding.

This Memaorandum of Understanding shall supersede a8l existing Memoranda of
Understanding betwean the City and the Assocation.

SECTION 198, SCOPE OF AGREEMENT

e 8 L M R A R BB R R e R AR e A R e R e

Except as otherwise spectically provided herein this Memorandum of Understanding
fully angd complately mcorporates the undesslanding of the parties herelo and consti-
tutes the sole and entire agreemeant befwesn the parties on any and all matters subgect
to meeling and conferring.  Neither parly shall, during the term of this Memorandum of
uUnderstanding, demand any change therein nor shall either party ba reguired to
negoliate with respacl fo any matter, provided that nething hergin shall prolibit the
parties from changing the terms of this Memorandum of Understanding by mutual
agresrment.

SECTION 20. DURATION

All provisions of this Memorandum of Understanding shali be effective July 1, 2012, and
shall ramain in full force and effact 10 and inclueding the 30h day of Juna, 2014,
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SECTION 21. MAINTENANGCE OF GPERATIONS

(& It is recognized that the need for continued and uninterruptad operation of City
services is of paramount importance.  Therefore, the Association and esach
employes represenied hereby agrees that during the course of negotiations
necessary fo conclude a successos Agresment to this Memorandum of
Undarslanding, the Association or any person achling in fts bahaff, or each
emploves in a Sassification represented by the Association shall oot cause,
authorize, angage in, or sanction a work stoppage, siowdown. refusal of overtime
work, refusal to operate designated equipment {provided such eguipment s safe
and sound), or picketing, othar than informational picketing, againsi thae Ciy or
the individua! of concerded failure 1o reponl for duly or absiinence from the ful
and faithful performancs of the dubes of employmant, miuding compliance wih
the regquest of another labor organizaiion or bargaining unit 10 engage in such
achivity in an attempt to induce a charge in wages, hours, and other ferms and
condilions of employmant

il An amployes shall not be entitted to any wages or City pad benefts whatsoave
if the City Council, by majorty vole determines to its satisfaction, that the
emploves is, or has, engaged in amy activity prohibited Oy subsecton {a) of this
Section. The City may fake other aciion which if deems appropriate

) If the City Council, by majonty voie, detemings o s satisfaction, that subsection
{a} of thiz Secticn has been violatad by the Association, the Ty may take such
raredial action as it deems appropriate

idi  The Assocation recognizes the duty and obligation of s representatives and
members to comply with the provisions of this Mamorandum of Understanding
and {o make every offtort toward inducing all employaes in thiz unit 1o fully and
faithfully parform ther duties.  In the evenl of any achivily probibited by
subsection {a8) heremnabove. the Association agrees 1o take supersrogatony steps
necessany o assure compliance with this Mamorandum of Lindarstanding
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SECTION 22, CITY RIGHTS

{a)  The Asscoigtion recoghizes thal the nghts of the City derive from the Constitution
of the State of Calfornia and the Government Code and not from the
Memorandum of Understanding. All matlers not specifically addressed in this
Memarandum of Uinderstanding are reserved to the City.

(b  The Association recognizes and agrees thal the exercise of the express and
mplied powers, nghts, duties and responsthilties by the City, sush as, the
adoption of policies, rukes, regulations and practices, and the use of judgment
and discretion in connection therewith shall be imited orly by the specific and
exprass terms of this Memorandoum of Understanding.

iz)  The Association recognizes that the City has and will continue to retain, whethe:
exercisad or not. the unilateral and axclusive nght to operate, admimnister and
manage is municipal services and work force pedormng these sarvices limited
only by the spacific and express terms of this Memorandum of Understanding
The exclusive rights of the Ciy shall molude but nof be fimited 1o, e right to
detarmine the omanization of City government and the mission of its canstituent
agencies to determine the nature, quantity and quality of services o be offered
o the public and o datermine the means of operastions, the materzls and
personnel to be used, lhe rght o introduce new of improved methods or
facilties, and o change or aller personnsl, methods, means, materials and
facilities. o exercise contral and discretion over its crganization and oparations
thraugh its managerial employess. to establish and effect rules and regulations
sonsistent with applicable law and the specific and axpress provisions of this
Memorandum of Understanding; to esslablish and implement standards of
sejecting City personnal and standards for continued ernployment with the City;
1o direct to workforce by determining the work to be performed, the personnsi
who shall perform the work, assigning overtime and scheduling the work; o take
disciplinary action; to raliove itz employees from duty because of [ack of work or
funds, to datermine whether goods o services shall be made, purchassd o
contracted for; and to otherwise act in the interest of efficient service to the
cOrmminity

in cases of emergency when the City determinas that an ordinance, rulg,
resolution or regulalion must be adopted immediataly without prior notice or
maeting with a recognized emploves organization, the City shall provide such
nolice and opportunity (o omest al the earfest practicabls tbne following the
adootion of such ordinance, rule, resolution of regulation
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.......

OF CLAIMS
1. Gonfirmation of Plan.  The City agrees to use its best efforts fo obtain confirmation

of, and to implerment, a plan of adjustment ("Flan”) that is caonsistent with the terms of
thiz MOU, or as applicable, itz successor MOU. Al of the provisions of this Aticle
except 2(¢) shall be null and vord in the svent that the Plan contemplated by this
Agreement i not canfirmed and does not becomie effectiva,

2, 5POMN's Claims. SPOA alleges that its members have claims in the bankrupicy case
against the Ciy relating 1o the City's modification of s 2080 Memoarandum of
Understanding {2008 MOUT). pursuant 1o Declarations of Fiscal Emergency beginning
on o atoul May 25, 2010 and conbnuing in effect thersafter, and in connection with the
treatment of the ciaims of SPOA and its members under the Pendency Plan
{collectively, the "Claims”), and that, in the aggregate. the Claims exceed thirtesn million
dolters (513 0000001 The City disputes tha Clasms and contznds that the Claims would
not bBe sllowed i the chapier o case. 1 further asses that i the Claims weere ablowsd
thay wouid be allowed in an amount agoregating tess than thirtesn million doliars
(513,000 0003

In considaration of resalving the above differences and agreement on the MOL, the City
agrees that the Claims shall be provided for in the Plan as foliows:

{a) The Ciaims will be deemed aliowad in the chapter § case in the aggregate
amount of eight million, five hundred thousand doilars ($8.500,000) (the
“AHowed Claims™,  In consideration for the reduction in the amount of the
Claims, SPOA members employed dunng fiscal year 2010-2017 andfor 2011-
2012 shall be cradited, upon final approval of the MOU by the Parties and,
nacassary, by the Bankruptey Court. fwenty-two (227 addibonal hours of paid
lzave in fiscal year 2012-2013. These addifional hours of paid leave shall
have no cash value and shall be ulilizad any time prior to tha date upon wihich
the 5POA mamber leaves empioyment with tha City. Only those empiloyees
who were employed during some pordion of the period July 1, 2000 and July
1, 2012 and who were still current employees upon the effective date of this
Agresmant shall be antitiad to this treatiment

(b} The Allowed Claims shall be satishied under the Plan by tha City by crediting
SPOA meambers employed durning fsoal year 20102001 andfor 20112012,
elgvan {11) addibonal pakd kave hours in the fiscal year of appraval of tha
Plan and eleven {11} addibonal paid keave hours in the fiscal year after
approval of the Plan. This bensfit shall only apply to those employeses who
were employed dusing some portion of the penod July 1, 2000 and July 1,
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012 and who are surrent employees as of the date the Plan i approved by
the Bankruptcy Coud. The total additional paid leave per SPOA member
under paragraphs Zia) and 20b) of this article shall equal forty-four (443 hours,
These additional paid lzave hours shall have no cash vaive, and shall be
utilized any tme prior o the date wpon which the SPOA member leaves
employment with the City, 1t is undarstood that the provision of thess hours
shall be the sole chmpensation for the Clams of SPOA and s members.
The additiona’ twenrty-fwo {22} hours addiliona! paid beave credit contained n
this paragraph 2it) shall be contingant upon confimmation of the Plan and on
the Plan becoming effective.

() Nobwithstanding the foregong, in the avant that the Plan is not confinmed and
dogs not become affective, the Claims shall not be allowsd as soecified
hergin, and both SPOA and the Tty agree that the Claims will be considered
unresolved, with each Party reserving the rdght 1o assert or conlest the

..............................

hiours 1aken pursuand o this Aricle shall serve as a credit anainst the Claims,

Bt

3. Implementation of 2012-2014 SPGA MOU . The City shall include in ifs proposed
Plan provisions that give effect to, and compon with the tenns of this Agresmant

4 FPlan Suppod. SPOA agrees to use its best efforis to support the Plan, the
provisions of which incude tha treatment of the Claims as described above, and which
are consistan! with the termns of the MOU, SPOA's support For the Plan shall include
statements in papers filed in the Bankruptcy Court and n appearances by its counsai in
Bankruptey Courd. SPOA shall use ites best afforte to cause its members to vote 1o
approve the Plan, to withdraw any proofs of claim they have filed which are inconsistent
with the MOU and not obec! to, or otherwise commence any proceeding agamst, or
take any other action opposing any of the tarms of the MOLU, the Plan or any disclosusa
statement filed in connection with the Plan, Al e Citys reguaat, such suppart may
also inciude the execution by 3P0OA of an agreement to recommeand that its membears
vote in favor of the Plan,

&, Furber Assurances.  The Pardies agree to exscule and dsiver such other
instriments and parfonm sust aois, o addiion to e malters herein speciiied, as may
ba reasonably appropriate o mecessary, from ime 1o time, to sffeciuate the agreements
and undersiandings of thg Paries, whether the same acours bafore or after the dato of
this Agreamant

& Halagse of Claims Exzept for the Paries’ respective obligations statad in the
MO, SPOA, on behalf of aF employess in s bargainitg unil, and the Ciy hereby
release and discharge each other. and their respective past or present parents,
subsidiaries, successors, prad pcessors, assigns, and their respective officers, directors,
CITY OF STOCOKTON e
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employess, agents, attorneys, and each of them, from and against any apd all
defenses, claims, demands, losses, damages, and causes of action of whatever kind or
nature, whether known or unknown, suspected of unsuspected. which either of them
may now or hareafier have against the other in any way related to the Claims and or
Litigation Claims {as such term s defined balow), This release shall includa. but is not
mited to, within thirty days of approval of the Plan, dismissing with prefudice [thigation
and cross litigation claims {"Litigation Clawns”) peraining to San Joaquin County
Supenor Court case number 35-2010-00245157-CU-WM-STK, San Joaquin Superior
Court Case number 38-2010-00253802 and Tnrd Appaiiate District appellate case
numbers CO70347 and COGRTZI. These cases shall remain stayed until the ocourrancs
of the effective date of the Plan or the dismissal of the chapier @ case. The Parfes
agree 1o waive any and all claims for atterneys” fees or costs assooialed with the
Litigation Claims.

Tha Partias, and sach of them, hereby waive the provisions of Sedlion 1542 of the
Califorsia Civil Code wheh resds as foliows:

& generai release does not exiend fo claims which the credifor
does not know or suspect 1o exigt in his or her favor al the time of
executing the release, which f known by him or her must have
materialy affected his settement with the debior.

The Fartizs, and sach of them, undarstand that i the facts with respect to which thes
release is given tum out o be diffarent from the facts now known or believed by either
of tham to be true, each of tham exprassly assumes the risk of the facts turning out to
be different. and agrees that this release shall be in all respecis effective and not
stbjest 1o ermination or rescssion by any such differance in facks,

This releasa shali be binding upon and inure fo the benefit of the Parties and their
respective past or present parents, subsidianes, successors, predecessors, asskgns.
and their respeclive officers. directors, employees, agents, attormeys, including but not
limited to all bargaining unit employses, and eadh of them

This release shafl not apply to any pending disciplinary cases, or grevances pertaining
to those dizciplinary cases, but shall apply to any lawsuits filed mlated to those
disciplinary cases

. Besolution of Dispule reaarding the Propery at 1132 N, Country Club Rd., Stockion,
CA Cthe Propery’l,.  SPOA shall continug renting the Proparty 1o third parties.  No
SPOA membar, family member, agent or person within 5P0A's control shali apply o
rent the Property

CITY OF STOCKTON af

CTY024295



Case 12-32118 Filed 04/21/14 Doc 1381

STOCKTON POLICE OFFICERS ASSOCIATION {(3POA) SUCCESSOR MOU
Term: July 1, 2012 - June 30, 2014

a) In renting the Proparty, SPOA shall utihze a heansed third party rental
agent nol affilated with SPOA or its agents.

bl SPOA shall zeil the Property not Iater than Movember 1, 2018, unless
this provision is waved in writing by the City

o) The Fropary shall be maintainad in its presant state and SPOA shal
evercise its bast efforts to ensure that its tenants not interfers with the
City Manager's quizt anjoymant of his home.

dy SP0OA shall nol seek to changa the use of the Property as a single
family residenca (maximuom two unrelated aduls, or twoe adulis and two
civiidrang

&) Motwithstanding the effective date and sxpiration date of the MOU this
section 7{a) shall be effective November 1, 2012, and shall apply to the
SPOAs aurent efforts 1o leasa the Propaty. 1 shall expire upon the
sale of the Properdy, unleas othenwse agrasd by the Pames,

B_MNo Admissions, Excemp 1o acknowledoe responsibiiity 1o perform the lerms of tihs
Article or to enforca those terms, the Parties agraa that nothing contamaed i this Arfticie
ar any action taken ar the fatlurs to take any action pursuant to this Article ever is o be
construad as an admission or evidence tending to establish the validity of either Pary's
claims, including the inital Claims,

that ambiguilies are resolved against the drafting party shall not apply 0 the
interpretation of this Arficle, since both Parties have reviewed it with counseal of their
respective choice, Otherwise, this Aricle shall be govemsd by and interpretad in
accordanee with the jaw of the Statz of California and the Bankruptoy Code,
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SECTION 24. CONCLUSIVENESS

!

(@}  The specific provisions contained in this Agreement constituts the entire and sols
agreament between the Ciy and the Association and shall pravail over exigting
City ordinances, resclutions, rules and regulations. policies, procedures and
practices wherever there iz a direct conflict between previous wintten policies and
praclices and a spacifically contradictony term of this Agresmant. Existing written
policies, ndes, regulations, ordinances and resolutions shall be amended to
conform Yo the terms of this Agreement. Onby those policias and pracices
directly and expressly revised by this Agreement shall be deemed to be modified
by this Agreamaent

(B AE matters not addressed specifically and expressly by this Agresmend are, and
shall continue to ba, within the axclushve decision-making authonty of the City
and shall not be in any way, directly or indirectly, subject o any grevance
progedurs,

(el This Agreement may be altered, changed, addad to. deleted from. or modified
anly through the voluntary consent of the City and the Association in a wnilten
and migned amendment to this Agreemant
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APPENDIX B, CITY OF STOCKTON MODIFIED EMPLOYEES MEDICAL
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STOCKTON POLICE OFFICERS ASSOCIATION {(5POA) SUCCESSOR MOU
Term: July 4, 2012 - June 30, 2014

APPENDIX C. UNION PROPOSAL TO ASSUME ADMINISTRATION OF CITY
MEDICAL PLANS (AGREEMENT BETWEEN THE CITY OF STOCKTON AND

THE EMPLOYEE COALITION REPRESENTING ALL CITY UNIONS
INCLUDING THE SPOAL

Gity Counter Proposal Regarding Union Assumption of Medical Plans

The City is supporlive in concepl of the umons taking over rasponsibility for providing
madical insurance plan, and pledges s full cooperation in providing the necessary data
o penmid the Unions to assess the viabllity of such a plan. Acceptance of the plan by
the City shall be subject to the foliowing terms and conditions:

1. Such plan would not be City sponscred and the City would not have any
responsibility for such plan including administration of the plan and client
services, and unicnsvendor will hold city harmbess for any actions faksn by
vandor of umon in s managemant of their plans, The Cily will pay its
contrivutions for employes insurance coverage 25 set forth i indnidual MOUs
and remit them fo the plan administrator per any administrabive agreement. City
will process emplovee’'s deductions and remit to vendor and such costs of
providing this serdes is part of adrimstrative axpanse 1o be paid by unjon per
any agreament as descrbed in #17 balow

2. Pan participants 1o pay ali adminisirative costs of the plan, inciading HR suppori
and computeridata transferintegration.

3. Sush plan would melode all city employess and eligible metirees, ANl plan
enrollees would have same benefits, plan choices, elgibibty. actess o the
network and premiom costs and be treated in the same manner . The only
exception would be for over age G5 refirees where plan benefits would be
intearated with Madicare,

4, The plan would be fully msured, such that all risks would be borne by the insuring
company without the possibiiity of snderfunding the benefit

5. The Unions will not propose CalPERS madical plans.

8. Implementation shall be by January 1. 2013 provided the Umons provide al least
80 days notice to the Cily.

7. The Cday wili pay ail run out claims from the Modified and Onainal madical plans
with respect to any claim incurred prior to January 1, 2013, regardless of whan
the claim is paid The Gity shall make all reazonable efforts to insure that all

CiTY OF STOCKTON 6

CTY024304
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STOCKTON POLICE OFFICERS ASSOCIATION (SPDOA) SUCCESSOR MOU
Termm: July 1, 2012 - June 30, 2074

claims received are processed timely  during the claims run out period. If any
funds remain in the I13F fund, the parties will mest to discuss the siatus of the
funds.

g, It is understood thal the union plans would stay in effect for at least five years,
and the Unians will give the City at least 1 year's notice if they intend to terminate
this arrangement. The City may only terminate the agreement with good cause
regarding the failure of the plan o provide agreed upon bensfits, and wath
evidenca of continuing coverage for affected employees and reltirees in the
succeseding City sponsored plans. The City makes no commitment to any future
arrangemeant of City administered medical msurance should the unian plans be
discontinued by the union's actions.

. The Ciy retains the nght lo terminate the sponsorship by the unions of any
health plan as a result of any legislation that would require the City to provide

pians to its employees or pay penalbies in leu of providing such plans, for
pxample, as under the Affardable Care Act or any additonal or successor
begistation

1. Existing fimits on City contrbubions to medicalidentalhvision (agreed or imposed)
remain unchangead.

111t is understood that once the unions obtain quotes for coverage, the parties wall
mael and confer ragarding significant issues regarding the implementation and
viability of such plan, including. but not limited to the following:

« Coverage of “tall” claims. Fully fund all reserves for Incurred but Mot
Reporied and Pended Clams

» Calculation and method of paying administrative costs;

» Hold harmiess to City for any actions taken by vendorfunion coalition;

«  LUnion plan may discontinue Original Plan benafits for ratireas

The City retains the night to accept or reject any union proposals on a union sponscred

pianis) duning mest and confer foliowing union receipt of bids, based wpon financal,
operational, legal or coverage concems,

-

CATY OF STOCKTON a7
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= TOCKTON POLICE DFFICERS ASSOCIATION {SPOA} SUCCESSOR MOU
Term: July 1, 2012 - June 30, 2014

IN WITNESS WHEREOF this Memomandum of Understanding was ratified by a
mambership vote of the Association on December 4, 2012 and by an affirmative vole of
the Stocidon City Councd on December 11, 32, The SP0OA md the City nf E‘Euﬂli'iv:!-rs
nave hereto execided this Memorandum ﬂ‘ Linderstanding this .i""' ______ « gay of f“fa.rfu r’*-;g
2013,

For the City of ;}kpf;i{éjﬂ: For the Stockion Police Olfisers Assaciation
o /
Vd . _....__—_:-L--—___:-_—_
— i::é R —— T
KATHRYN NANCE
President
; ; vl
_.'i ) .-\. ) .:-. . o —
....... L bl e e, .ef’/ %ﬂ"‘”{fﬁ"" e —
T ERF%H' HAASE WALLIAM HUTTO
Cliractor of Human Resources ‘-Jlr.;_r_* President
- i o Y e e e
Appronved as fo form e g e T e
John L u-cﬁi:nhl_ﬁglte: 13"'n‘:gr Aftorney e D.ﬂ."-."iﬂ £, r-.r1.|’-‘c.‘-|'l AshI
/ Attarney for Association
7 A /
e, R
By. Fi . §
[ A !

\ -
FATENT Rl I b o I'Il_l‘h
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DANIA TORRES-WONG 'x:_";
Negotiatar for tha City

ATTEST:
BONNIE PAIGE
CITY CLERK
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City Clerk
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A\\\"',//o CalPERS Retirement Research & Planning Division

California Public Employee Retirement Benefits—
Assessing Compensation Changes

April 2014

Introduction

In 2013, the California legislature passed and Governor Jerry Brown signed the Public
Employees’ Pension Reform Act of 2013 (PEPRA). PEPRA lowers pension benefits for
new members of most public retirement systems and requires some public employees to
contribute more toward funding their defined benefit (DB) pension plans.

DB plans have been, and continue to be, an important component of public
employee compensation. PEPRA changes California public employees’ overall compensa-
tion by reducing benefits, which should lower employer DB plan contributions.

This paper:

+ Explains components of public employee compensation and retirement benefits

+ Compares California state and local government salaries and retirement

expenditures to other states

+ Uses hypothetical scenarios to estimate:

» The monetary value of DB plans and Social Security
» PEPRA benefit formula impacts

Compensation and retirement benefits

To attract and retain quality employees, government employers balance salaries, pensions
and other benefits. While salaries provide immediate compensation, retirement benefits
provide deferred compensation. The deferred nature of retirement benefits allows
employers to offset present-day salaries by leveraging long-term investment returns for

compensation in retirement.
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Most state and local government employers provide a DB plan and, in some cases, participate
in Social Security to support employee retirement. Typically, both employers and employees
contribute to the normal cost' of funding a DB plan and, if applicable, the employer is respon-
sible for any unfunded liability. The plan administrator professionally invests contributions
and disburses benefit payments (or annuity). The benefit reflects a retirement formula based on
age, years of service and average salary over a specific number of years. Under a DB plan, the
employer incurs the risk that the collective membership may outlive plan assets (longevity risk)
and that plan investments may not meet projected investment returns (investment risk).

Currently, if an employer participates in Social Security, the employer and employee each
pay 6.2 percent of wages up to the $113,700 salary cap (2013). The Social Security Administra-
tion invests these payroll taxes in federally guaranteed securities. Upon retirement, participants
receive a monthly benefit based on age, lifetime earnings and credits.?

To meet their retirement goals, public employees may augment their DB plan and Social
Security with personal savings through defined contribution plans or individual retirement
accounts. As with any personal savings, the individual decides how much to contribute and is
responsible for managing the investments. At retirement, the employee can access accumulated
savings and investment returns.” When employees rely on personal savings for retirement, they

incur longevity and investment risks. Figure 1 shows components of public employee retirement.

Figure 1: Typical public employee retirement components

Component Contributions Investments Retiree income
\ \ \
Defined Employee -
benefit share of normal cost

Monthly benefit based on

Pleiizzaonlly age, length of service &

managed . .
Employer - final average compensation
share of normal cost
& unfunded liability
Social Employee -
H 0,
Security G20 o vz Federally Monthly benefit based on
guaranteed age, lifetime earnings &
securities credits
Employer —

6.2% of wages

Total accumulated savings
& interest

Personal Employee -

N . . Self-managed
savings discretionary
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Comparing government compensation expenditures

To address concerns regarding California state and local government spending on compensa-
tion, CalPERS researchers compared state and local government compensation across all
states and the District of Columbia. Although compensation can include other benefits such
as health insurance, this study focuses only on salary and retirement benefit compensation.
Retirement benefit compensation includes only DB plan and Social Security benefits.

State and local government participation in Social Security varies and many offer enhanced
DB plans to compensate for lack of participation. To account for varied Social Security
participation and DB plan benefits, this study calculates retirement contributions in total.’

CalPERS researchers used U.S. Census Bureau data to estimate government employee
compensation (salaries, retirement and total) as a percent of total government expenditures,®
by state. Researchers also identified highest and lowest levels of employee compensation
spending. The following table summarizes the findings:

Table 1: Estimated percent of total government expenditures

All States and District of Columbia

2010 Compensation Average Low High California
Total Compensation 30.98% 25.09% 39.22% 30.92%
Salaries 27.05% 22.50% 35.21% 26.68%
Retirement (DB plan & Social Security) 3.94% 2.29% 5.50% 4.24%

Comparatively, California state and local government spent 0.06 percent less than the
national average on total employee compensation, 0.37 percent less on salaries and 0.30 percent
more on retirement benefits. In 2010, California government expenditures supporting public
employee compensation were consistent with other states. PEPRA, however, changes overall
compensation by decreasing benefits for new employees and by requiring some employees to

contribute toward their DB plan’s normal cost.

Scenario assumptions

CalPERS researchers developed hypothetical scenarios using CalPERS Classic and PEPRA
employee benefit formulas and Social Security benefit calculations to compare the monetary
value of retirement benefit types and the impact of the PEPRA formula on benefits. New
CalPERS members are PEPRA employees; others are Classic employees. Although Classic
and PEPRA employee benefits apply to public employees based on date of membership, this
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study uses the same membership and retirement dates for a consistent comparison. This study’s
hypothetical scenarios assume the employees:

- Receive a starting annual salary of $46,000 in 20137

+ Participate in Social Security throughout their working life®

+ Earn 20 years of CalPERS service credit’

+ Receive a benefit based on the Miscellaneous Classic or PEPRA formula '

+ Retire on December 31, 2033 at age 62 and one month

+ Live to age 82

Monetary value of benefit type

While retirement plans provide social and economic value, this study calculates the monetary
value of retirement compensation. To determine the monetary value of CalPERS DB plan and
Social Security benefits, this study:
» Uses scenario assumptions to calculate total:
» Normal cost contributions
» Projected retirement distributions
* Brings total contributions and projected retirement distribution to 2013 dollars"
+ Divides the total retirement distribution by the total contribution

This study’s hypothetical scenarios show that for every contribution dollar, government
employers and public employees will receive an estimated:

+ $3.00 from CalPERS

+ $1.66 from Social Security

CalPERS exceeds Social Security’s monetary value by approximately $1.34 for every
contribution dollar, reflecting CalPERS professional investment management and

portfolio diversification.

PEPRA formula impact

PEPRA changes the benefit formula for new public employees and impacts the balance
between salaries and retirement benefits. It reduces benefit formulas and increases
retirement ages. PEPRA also standardizes California’s pension benefits by decreasing the
number of DB plan formulas for each employee category.'” As a result, new employees will
receive less in DB plan retirement income than Classic employees who retire at the same

age with the same years of service credit.
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To estimate PEPRA’s impact on new employees, CalPERS researchers entered this study’s
scenario assumptions into CalPERS and Social Security benefit calculators and converted
the results to 2013 dollars. The CalPERS Classic employee would receive an Unmodified
Allowance®” of $2,140 per month, while the PEPRA employee would receive $1,705. In these
hypothetical scenarios, both would also receive $1,428 each month from Social Security. Figure
2 displays the retirement benefit for each employee by benefit formula type.

Figure 2: Monthly retirement allowance (miscellaneous employees, Unmodified Allowance,
2013 dollars)

$2,140

$1,705 — i CalPERS pension
$1,428 $1,428 ——— Social Security
Classic PEPRA

The PEPRA employee would receive $435 less per month in retirement income than
the Classic employee due to the benefit formula changes. PEPRA employees who wish to
retire with the same income as Classic employees will need to work longer or save to make
up the difference. If they choose to save, they will likely need to save even more than the
$435 monthly retirement income difference because of longevity and investment risks
associated with personal savings.

A CalPERS white paper titled, 7he Emerging Role of Defined Contribution Plans for
California Public Employment, estimates the PEPRA employee with the same scenario
assumptions will need to save $483 monthly with a 6 percent return on investment or
$682 monthly with a 3 percent return on investment. To compete for quality employees,
government employers may find they need to adjust salaries to make up for the reduction

in retirement compensation.'
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Conclusions

This study shows that while California government employers spent slightly more on retire-
ment benefits than the national average in 2010, they spent less on overall compensation
when considering salaries and retirement benefits. Using hypothetical scenario assumptions
for Classic and PEPRA Miscellaneous employees, researchers found that CalPERS returned
approximately $3.00 for each dollar contributed by employees and employers to the pension
fund. This is a result of a DB plan’s ability to manage investments professionally and to invest
for the long-term.

PEPRA changes compensation by reducing benefits for new public employees and requir-
ing others to pay more of the DB plans’ normal costs. CalPERS estimated that a legislative
proposal similar to PEPRA might save its plans between $42 billion and $55 billion over the
next 30 years.” The CalPERS PEPRA employee in this study will receive $435 less per month
in retirement income than his or her Classic employee peers. To retire with the same income
as their Classic employee peers, PEPRA employees will likely need to save more to mitigate
longevity and investment risks.

While PEPRA is projected to decrease California state and local government retirement
contributions in the long run, it also decreases employee compensation. Unless government
employers adjust total compensation, this could impact their ability to attract and retain
quality employees. To stay competitive and support employee retirement security, government
employers may consider creative employee compensation strategies and provide employees

with opportunities to enhance personal savings so they can meet their retirement goals.
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Endnotes

1

2

The normal cost is the annual cost of active
employees’ service accrual for the upcoming
fiscal year. Required employee contributions
are part of the total normal cost. The remaining
portion is the employer normal cost. Actuaries
view this portion as the long-term employer

contribution rate.

According to the Social Security Administration,
if you were born in 1929 or later, you need 40
credits to retire. In 2013, participants must have
annual covered earnings of $1,160 to earn one
Social Security credit or annual covered earnings

of $4,640 to earn four Social Security credits.
Distribution rules vary by plan type.

National Association of State Retirement
Administrators. NASRA Issue Brief: State and
Local Government Spending on Public Employee
Retirement Systems. May 2013. Web. 5 May 2013.

Researchers determined the approximate
percent of government salaries covered by Social
Security using the percent estimated in a 2010
Governmental Accountability Office Report.
Researchers calculated the Social Security
contribution by applying the tax rate to total
covered salaries. This study did not take into
account the Social Security maximum taxable
earnings limit. Therefore, Social Security and

retirement costs may be slightly overstated.

According to the U.S. Census Bureau website,
expenditures are all amounts of money paid
out by a government—net of recoveries and
other correcting transactions—other than for
retirement of debt, investment in securities,

extension of credit, or as agency transactions.

Researchers based starting annual salary on the
approximate starting salary of a Staff Services
Analyst - Range C (State).

8

10

11

Social Security provides benefits based on
an employee’s entire working life, regardless

of public or private employment.

Researchers assumed 20 years of service based
on the average years of service for all service

retirements as of June 30, 2012.

The Classic Miscellaneous employee formula

is 2 percent at age 55 and the PEPRA
Miscellaneous employee formula is 2 percent
at age 62. In these scenarios, the Classic
employee retiring at age 62 has a 2.438 percent
benefit factor. The PEPRA employee retiring
at age 62 has a 2 percent benefit factor

Adjusted contributions and benefit payments

to reflect purchasing power in 2013 dollars.

PEPRA Miscellaneous employees receive a

2 percent at age 62 benefit formula. PEPRA
State Tier II employees receive 1.25 percent at
age 67. PEPRA Safety employees receive one
of three benefit formulas: 2.7 percent at age 57,
2.5 percent at age 57 or 2 percent at age 57.

The Unmodified Allowance is the highest
benefit payable with no optional benefit for

a beneficiary upon the member’s death.

Legislative Analyst’s Office. Public Pension and
Retiree Health Benefits: An Initial Response to the
Governor’s Proposal. November 2011. Web. 16
May 2013.

California Public Employees’ Retirement
System. Actuarial Cost Analysis California Public
Employees’ Pension Reform Act of 2013. August
2012. Web. 1 May 2013.
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A\\\\"//ff/ CalPEI{S Retirement Research and Planning Division

The Emerging Role of Defined Contribution
Plans for California Public Employees

April 2014

Introduction

The Public Employees’ Pension Reform Act (PEPRA) of 2013 changes defined benefits
for new public employees in the State of California.! These new members earn less in
defined benefits than Classic employees.” To retire with benefits comparable to Classic
employees, PEPRA employees can either work longer or save to augment their defined
benefits. The purpose of this paper is to estimate the savings and additional years of
service PEPRA employees need to retire with income comparable to Classic employees.
Public employees typically rely on defined benefit (DB) retirement plans as their

primary retirement income and defined contribution (DC) retirement plans to
supplement that income. Under PEPRA, DC plans may assume a more important role
in retirement planning. This paper uses hypothetical CalPERS member scenarios to:

Estimate PEPRA impacts to DB plan retirement benefits

Estimate target replacement savings to offset the PEPRA impact

Estimate monthly DC plan contributions to achieve target replacement savings

Estimate the number of additional years of service needed to offset PEPRA impacts

Demonstrate the benefits of sustained long-term savings



2
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Defined benefit and defined contribution plans

DB plans provide guaranteed lifetime retirement benefits. The amount of the benefit reflects a
retirement formula which includes a benefit factor based on age at retirement, years of service
and highest average salary over a specific number of years. Employer and employee contribu-
tions and investment earnings fund DB plans.

DC plans are tax qualified deferred compensation accounts prescribed by Internal Revenue
Code.> DC plans function like individual accounts where the employee, employer or both
contribute. Employees determine the amount of contributions and allocate contributions
across investment funds.

One key difference between DB and DC plans is which party assumes investment and
longevity risks. Longevity risk is the risk that an employee will outlive their savings. Investment
risk refers to the chance that investments underperform.

Employers assume DB plan investment and longevity risks. If plan investments do not
perform as projected, employers need to contribute more. Normally, employers are legally
required to fund benefits throughout the employee’s life and, in some cases, throughout the
lives of designated beneficiaries.

Employees assume DC plan investment and longevity risks. The savings at retirement
depend on contributions and investment returns. Higher contributions and investment returns

lead to higher savings, and lower contributions and investment returns lead to lower savings.

Scenario assumptions

PEPRA reduces benefit formulas and increases retirement ages. It also standardizes California
DB pension benefits by decreasing the number of DB formulas for Miscellaneous and Safety
employees.* As a result, PEPRA employees will receive less in DB retirement benefits than
Classic employees retiring at the same age with the same years of service. This study develops
four hypothetical employee scenarios using CalPERS Classic and PEPRA benefit assumptions
to estimate PEPRA impacts and the savings or additional years of service employees need to
mitigate those impacts given the specified retirement age:

1. Miscellaneous employee retiring at age 55

2. Miscellaneous employee retiring at age 62

3. Safety employee retiring at age 50

4. Safety employee retiring at age 57

| The Emerging Role of Defined Contribution Plans
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The hypothetical scenarios assume that both Miscellaneous and Safety employees retire

with 20 years of service, a starting salary of $46,000 and final annual salary of $92,200.°

Figure 1 specifies the benefit factors applied to the four scenarios:

Figure 1: Benefit Factors

Miscellaneous Safety
Retirement Age 55 62 50 57
Classic Factor © 2.00% 2.44% 3.00% 3.00%
PEPRA Factor 1.30% 2.00% 2.00% 2.70%
PEPRA impact

To estimate PEPRA monthly retirement benefit impacts, CalPERS researchers used the

scenario assumptions to estimate DB plan benefits at retirement:

Figure 2: Retirement Benefit

Miscellaneous

$3,020
Age 55
$3,681
Age 62
Classic
® PEPRA

PEPRA Miscellaneous employee retirees
will receive:
« $1,113 less per month than
Classic employees at age 55
- $748 less per month than
Classic employees at age 62

Safety
$4,610
Age 50
$4,610
Age 57

PEPRA Safety employee retirees
will receive:
« $1,623 less per month than
Classic employees at age 50
+ $578 less per month than
Classic employees at age 57

The Emerging Role of Defined Contribution Plans
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PEPRA employees wishing to retire at the same age and with the same monthly income as their
Classic employee peers must save to fill the monthly DB plan benefit gap. The gap between
Classic and PEPRA monthly retiree benefits decreases as employees age due to varying benefit
factor increases. Therefore, employees who wish to retire at a younger age must save more than
those who retire later. In the following sections, researchers estimate the overall savings (target
replacement savings) and monthly contributions needed to fill the benefit gap for employees in
each of the four hypothetical scenarios.

Target replacement savings

Researchers used the “4 Percent Rule” and the PEPRA DB plan retirement benefit gap to
calculate the total target replacement savings for the hypothetical scenarios highlighted in

this paper. The target replacement savings represents the total savings the PEPRA employees
would need to accumulate during their careers to close the retirement benefit gap. Under the
4 Percent Rule, individuals can normally make their savings last throughout retirement by
taking an initial 4 percent distribution of their total DC plan balance and increasing this
amount for inflation each year. Research studies indicate retirees using the 4 Percent Rule can
be 90 to 95 percent confident their savings will last 30 years or more (Reichenstein 10).” The
4 Percent Rule may help mitigate longevity risk. Figure 3 displays the PEPRA employee target

replacement savings estimates:

Figure 3: Replacement Savings

PEPRA Miscellaneous Retirement Age Target Replacement Savings
55 $334,000
62 $224,414

PEPRA Safety Retirement Age Target Replacement Savings
50 $487,000
57 $173,400

| The Emerging Role of Defined Contribution Plans
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PEPRA Miscellaneous employees planning to retire at age 55 will need to save approxi-
mately $110,000 more than those who plan to retire at 62. The difference is even greater for
PEPRA Safety employees. Those who retire at 50 will need to save approximately $314,000

more than those retiring at 57.

Monthly DC plan contributions

To achieve the target replacement savings, PEPRA employees could contribute to a DC plan

throughout their careers. The monthly contributions required to achieve the target replacement

savings is dependent on the assumed performance of the DC plan investments. Higher
investment returns lead to lower required contributions and lower returns lead to higher
required contributions. DC plans have no investment performance guarantee and employees
assume all investment risk. Therefore, researchers assumed a range of investment returns to
estimate the contributions needed to close the retirement benefit gap for each hypothetical
scenario. To demonstrate how much PEPRA employees need to contribute each month to
achieve target replacement savings, researchers assumed:

« Investment returns of 3 and 6 percent annually

« Interest compounded monthly

. Consistent savings for 20 years

PEPRA employees who want to retire at 50 (Safety) or 55 (Miscellaneous) will need to
contribute more than those retiring at 57 or 62, respectively. Figure 4 illustrates the monthly
DC contributions PEPRA employees would need to achieve the target replacement savings
assuming a 3 percent and 6 percent return on investment:

Figure 4: Monthly Contributions

PEPRA Miscellaneous PEPRA Safety

$1,015 Age 50 $1,480
ge

$682 $527

Age 57

Age 55

Age 62

3 Percent Return
® 6 Percent Return

The Emerging Role of Defined Contribution Plans

5



Case 12-32118 Filed 04/21/14 Doc 1381

Working longer to offset PEPRA impacts

PEPRA employees can also work longer than Classic employees to close the benefit gap. To
estimate how much longer PEPRA employees need to work to achieve Classic employee retire-

ment benefits, researchers increased the retirement age and corresponding benefit factors under
the scenario assumptions.® Figure 5 identifies the additional years of service PEPRA employees
need to achieve benefits comparable to Classic employees with 20 years of service under the

four scenarios.

Figure 5: Additional Years of Service

Miscellaneous

$3,020 monthly retirement benefit

retire at 59

$3,681 monthly retirement benefit

retire at 64.5

Classic
® PEPRA

To retire with benefits comparable to Classic
employees, PEPRA Miscellaneous employ-
ees can work until:
- Age 59 — 4 years longer than
Classic employees retiring at age 55
- Age 64.5 — 2.5 years longer than
Classic employees retiring at age 62
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Safety

$4,610 monthly retirement benefit

retire at 55

$4,610 monthly retirement benefit

retire at 60

To retire with benefits comparable to
Classic employees, PEPRA Safety employees
can work until:
« Age 55 — 5 years longer than
Classic employees retiring at age 50
« Age 60 — 3 years longer than
Classic employees retiring at age 57
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Sustained long-term savings

It is important for individuals who plan to increase DC plan contributions to understand the

benefit of sustained long-term savings. Individuals who consistently contribute toward their

DC plan throughout their careers may enjoy greater investment returns due to compounding.

Compounding occurs when investment interest earnings are reinvested and continue growing

over the long-term. DC plans offer an added benefit in that the contributions and compound-

ing are tax-deferred.

To demonstrate the impact of compounding, researchers calculated investment growth

for the Miscellaneous PEPRA employee retiring at age 55, assuming a 6 percent annual

investment return. Figure 6 demonstrates the impact of compounding on a $719 monthly

contribution.

After 20 years, the employee contributed
$172,628 and has $161,372 in compound
earnings for a total savings of $334,000.
Compounding makes up 48 percent of the
account total. Had this employee put off
saving for the first ten years of his or her
career, the employee would have contributed
$86,314 and had $32,151 in compound
earnings for a total savings of $118,465.
Compound earnings would make up only 27
percent of the account total. To maximize the
benefits of compounding, employees should
begin saving early and save consistently

throughout their careers.

Figure 6: Total Savings

$334,000

® Compound Earnings

$161,372 Contributions

$118,465

$32,151
$172,628
$86,314

20 years 10 years
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Conclusion

PEPRA reduces defined benefits for new public employees by increasing the retirement age
and changing the benefit factors for Miscellaneous and Safety employees. The hypothetical
CalPERS PEPRA employee scenarios in this study demonstrate the need for these employees
to save between $373 and $1,480 per month throughout their careers or work 2.5 to 5 years
longer to retire with the same income as Classic employees.

DC plans provide employees with a savings vehicle to supplement their DB plan retirement
benefits and meet their retirement age and savings goals. To mitigate the impact of longevity
and investment risk, employees may need more DC plan savings than if the investments were
part of a DB plan to achieve the same results.” Therefore, it is important to save consistently
over the life of their career. Sustained, long-term savings allows employees to maximize the
impact of compounding,.

While PEPRA reduces the defined benefits for new public employees, with careful
planning and sustained long-term savings in a DC plan, PEPRA employees can retire with
the same income as Classic employees. As employees become more aware of the need

to save for retirement, DC plans may play a more significant role in retirement planning.

Note to reader

The hypothetical scenarios and assumptions in this paper are for illustrative purposes only

and are not a direct endorsement by CalPERS. Final salary, a main component of the benefit
calculation, will vary. The assumptions may not represent actual investment performance nor
protect against longevity and investment risk. Readers should consider their individual circum-
stances and risk tolerances and consult with a financial expert to establish their individual
retirement plans.

8 | The Emerging Role of Defined Contribution Plans



Case 12-32118 Filed 04/21/14 Doc 1381

Endnotes

' PEPRA impacts all California State
and local retirement systems, with the
exception of charter cities and counties
that administer independent retirement

systems.

Classic employees also include employees
who were members of a public retirement
system prior to January 1, 2013, and
returned to work for the same public
employer or different public employer

after a break of less than six months.

Common types of DC plans include
401(k), 403(b), 457 and individual
retirement accounts. These plans often

include tax benefits.

PEPRA Miscellaneous employees receive
a 2 percent at 62 benefit formula. PEPRA
Safety employees receive one of three
benefit formulas: 2.7 percent at 57,

2.5 percent at 57 or 2 percent at 57.

The final salary in these scenarios equate
to $53,591 in 2013 dollars. This amount
represents the purchasing power of the
2033 salary of $92,200 in 2013. The final
salary is based on approximate starting
salary of a Staff Services Analyst Range

C (State classification) and is escalated
based on Social Security Administration
salary inflation rates. The final average
salary used in the scenarios is based on the
single highest year for Classic employees
and the three highest years for PEPRA

employees as required by the new law.

The amount used for Miscellaneous
employees has been modified for Social
Security coverage. Researchers assumed 20
years of service based on the average years
of service for all service retirements as of
June 30, 2012.

Depending on the employer, membership
classification and initial hire date,

Classic employee retirement formulas
vary. The scenarios use two of the most
common formulas: 2 percent at 55 for
Miscellaneous employees and 3 percent
at 50 for Safety employees.

Four percent withdrawal studies assume
an investment portfolio mix of 50 percent
equities and 50 percent fixed income.
Risk-averse retirees may prefer to use
lower withdrawal rates. The 4 percent
withdrawal rate is only a guideline.

The corresponding benefit factor for
PEPRA Miscellaneous members is 1.7%
at age 59 and 2.25% at age 64.5; For
PEPRA Safety members, the factor is
2.5% at age 55 and 2.7% at age 60.
Classic and PEPRA members have an
identical benefit factor of 2.5% at age 67.

Findings from an August 2008 study
titled A Better Bang for the Buck: The
Economic Efficiencies of Defined Benefit
Pension Plans” indicate “that a DB pension
plan can offer the same retirement

benefit at close to half the cost of a DC

retirement savings plan.”
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